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INTRODUCTION

A. Witness Identification

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Dylan W. D’ Ascendis. My business address is 3000 Atrium Way, Suite 241,

Mount Laurel, NJ 08054.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am a Director at ScottMadden, Inc.

B. Background and Qualifications

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE AND
EDUCATIONAL BACKGROUND.

I offer expert testimony on behalf of investor-owned utilities on rate of return issues and
class cost of service issues. [ also assist in the preparation of rate filings, including but not
limited to revenue requirements and original cost and lead/lag studies. I am a graduate of
the University of Pennsylvania, where I received a Bachelor of Arts degree in Economic
History. I also hold a Master of Business Administration from Rutgers University with a
concentration in Finance and International Business, which was conferred with high
honors. I am a Certified Rate of Return Analyst (“CRRA™) and a Certified Valuation

Analyst (“CVA”). My full professional qualifications are provided in Appendix A.
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PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
The purpose of my testimony is to testify on behalf of Carolina Water Service, Inc. (“CWS”
or the “Company) about the appropriate capital structure and corresponding cost rates that

the Company should be afforded the opportunity to earn on its jurisdictional rate base.

HAVE YOU PREPARED AN EXHIBIT IN SUPPORT OF YOUR
RECOMMENDATION?
Yes. 1have prepared Exhibit No. __, which consists of Schedules DWD-1 through DWD-

8.

WHAT IS YOUR RECOMMENDED COST OF CAPITAL FOR CWS?

I recommend that the South Carolina Public Service Commission (“SC PSC” or the
“Commission”™) authorize the Company the opportunity to earn an overall rate of return
within a range of 8.60% to 8.86% based on a test year ended December 31, 2017. The
ratemaking capital structure consists of 48.11% long-term debt, at an embedded debt cost
rate of 6.60%, and 51.89% common equity at my recommended range of common equity
cost rates between 10.45% and 10.95%. The overall rate of return is summarized on page

1 of Schedule DWD-1 and in Table 1 below:
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Table 1: Summary of Overall Rate of Return

Type of Capital Ratios Cost Rate Weighted Cost Rate
Long-Term Debt 48.11% 6.60% 3.18%
Common Equity 51.89% 10.45% - 10.95% 5.42% - 5.68%
Total 100.00% 8.60% - 8.86%
SUMMARY

PLEASE SUMMARIZE YOUR RECOMMENDED RANGE OF COMMON
EQUITY COST RATES.

My recommended range of common equity cost rates between 10.45% and 10.95% is
summarized on page 2 of Schedule DWD-1. I have assessed the market-based common
equity cost rates of companies of relatively similar, but not necessarily identical, risk to
CWS. Using companies of relatively comparable risk as proxies is consistent with the
principles of fair rate of return established in the Hope' and Bluefield® cases. No proxy
group can be identical in risk to any single company, so there must be an evaluation of
relative risk between the company and the proxy group to see if it is appropriate to make
adjustments to the proxy group’s indicated rate of return.

My recommendation results from the application of several cost of common equity
models, specifically the Discounted Cash Flow (“DCF”’) model, the Risk Premium Model
(“RPM”), and the Capital Asset Pricing Model (“CAPM?”), to the market data of a proxy
group of eight water companies (“Utility Proxy Group™) whose selection criteria will be

discussed below. In addition, I also applied the DCF, RPM, and CAPM to a proxy group

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944).
Bluefield Water Works Improvement Co. v. Public Serv. Comm’n, 262 U.S. 679 (1922).

2810 G dbed - SM-262-L10Z # 193000 - SIS - INd 2€:§ 9¢ Aeniga4 810z - A31Id ATIVOINOYL1O3 T3



N L

O 0 =)

of domestic, non-price regulated companies comparable in total risk to the eight water
companies (“Non-Price Regulated Proxy Group™).

The results derived from each are as follows:

Table 2: Summary of Common Equity Cost Rate

Utility Proxy
Group
Discounted Cash Flow Model 8.64%
Risk Premium Model 10.69
Capital Asset Pricing Model 10.51
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Cost of Equity Models Applied to
Comparable Risk, Non-Price
Regulated Companies

Indicated Common Equity
Cost Rate Before Adjustment

Size Adjustment

Indicated Common Equity Cost Rate
Cost Rate after Adjustment

Recommended Range of
Common Equity Cost Rates

After analyzing the indicated common equity cost rates derived by these models, I

conclude that a common equity cost rate of 10.45% for the Company is indicated before

o

o

S

10.45% - 10.95%

any Company-specific adjustment. I then adjusted the indicated common equity cost rate
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upward by 0.50% to reflect CWS’s smaller relative size as compared with the members of
the Utility Proxy Group, resulting in a size-adjusted indicated common equity cost rate of
10.95%. Based on these results, I recommend the Commission consider a range of
common equity cost rates between 10.45% and 10.95% for use in setting rates for the

Company.
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GENERAL PRINCIPLES

WHAT GENERAL PRINCIPLES HAVE YOU CONSIDERED IN ARRIVING AT
YOUR RECOMMENDED RANGE OF COMMON EQUITY COST RATES?

In unregulated industries, the competition of the marketplace is the principal determinant
of the price of products or services. For regulated public utilities, regulation must act as a
substitute for marketplace competition. Assuring that the utility can fulfill its obligations
to the public while providing safe and reliable service at all times requires a level of
earnings sufficient to maintain the integrity of presently invested capital. Sufficient
earnings also permit the attraction of needed new capital at a reasonable cost, for which the
utility must compete with other firms of comparable risk, consistent with the fair rate of
return standards established by the U.S. Supreme Court in the previously cited Hope and
Bluefield cases. Consequently, marketplace data must be relied on in assessing a common
equity cost rate appropriate for ratemaking purposes. Just as the use of the market data for
the proxy group adds reliability to the informed expert judgment used in arriving at a
recommended common equity cost rate, the use of multiple generally accepted common
equity cost rate models also adds reliability and accuracy when arriving at a recommended

common equity cost rate.

A. Business Risk

PLEASE DEFINE BUSINESS RISK AND EXPLAIN WHY IT IS IMPORTANT TO
THE DETERMINATION OF A FAIR RATE OF RETURN.

Business risk is the riskiness of a company’s common stock without the use of debt and/or
preferred capital. Examples of such general business risks faced by all utilities (i.e.,

electric, natural gas distribution, and water) include size, the quality of management, the
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regulatory environment in which they operate, customer mix, and concentration of
customers, service territory growth, and capital intensity. All of these have a direct bearing
on earnings.

Consistent with the basic financial principle of risk and return, business risk is
important to the determination of a fair rate of return because the higher the level of risk,

the higher the rate of return investors demand.

WHAT BUSINESS RISKS DO THE WATER AND WASTEWATER INDUSTRIES
FACE IN GENERAL?
Water and wastewater utilities have an ever-increasing responsibility to be stewards of the
environment from which supplies are drawn in order to preserve and protect essential
natural resources of the United States. Compliance with the Safe Water Drinking Act and
response to continuous monitoring by the Environmental Protection Agency (“EPA™) and
state and local governments of the water supply for potential contaminants and their
resultant regulations directly result in increased environmental stewardship by water
utilities. This, plus aging infrastructure, necessitate additional capital investment in the
distribution and treatment of water, exacerbating the pressure on free cash flows arising
from increased capital expenditures for infrastructure repair and replacement. The
significant amount of capital investment and, hence, high capital intensity, is a major risk
factor for the water and wastewater utility industry.

Value Line Investment Survey (“Value Line”) observes the following about the
water utility industry:

One of the most positive attributes of the water industry is that

companies and regulatory authorities usually work together

reasonably well. This isn’t always the case in other domestic
regulated markets, such as electricity. In general, regulators realize
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that the U.S. went decades without plowing enough capital back into
the pipelines and wastewater facilities. Now they realize that a huge
amount of funds have to be directed toward fixing their systems.

We cannot underestimate the importance of a positive regulatory
climate. Essentially, they determine a utility’s allowed return on
equity. Should there be a sea change in this area, it would greatly
impact this group in our opinion.>

The water and wastewater industries also experience low depreciation rates.
Depreciation rates are one of the principal sources of internal cash flows for all utilities
(through a utility’s depreciation expense), and are vital to a company to fund ongoing
replacements and repairs of the system. Water / wastewater utilities’ assets have long lives,
and therefore have long capital recovery periods. As such, they face greater risk due to
inflation, which results in a higher replacement cost per dollar of net plant.

Substantial capital expenditures, as noted by Value Line, will require significant
financing. The three sources of financing typically used are debt, equity (common and
preferred), and cash flow. All three are intricately linked to the opportunity to eamn a
sufficient rate of return as well as the ability to achieve that return. Consistent with Hope
and Bluefield, the return must be sufficient to maintain credit quality as well as enable the
attraction of necessary new capital, be it debt or equity capital. If unable to raise debt or
equity capital, the utility must turn to either retained earnings or free cash flow,* both of
which are directly linked to earning a sufficient rate of return. The level of free cash flow
represents a company’s ability to meet the needs of its debt and equity holders. If either
retained earnings or free cash flow is inadequate, it will be nearly impossible for the utility

to attract the needed new capital to invest in new infrastructure to ensure quality service to

Value Line Investment Survey, October 13, 2017.
Free Cash Flow = Operating Cash Flow (funds from operations) minus Capital Expenditures.
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its customers. An insufficient rate of return can be financially devastating for utilities and
a public safety issue for their customers.

The water and wastewater utility industry’s high degree of capital intensity and low
depreciation rates, coupled with the need for substantial infrastructure capital spending,
require regulatory support in the form of adequate and timely rate relief, particularly a
sufficient authorized return on common equity, so that the industry can successfully meet

the challenges it faces.

B. Financial Risk

PLEASE DEFINE FINANCIAL RISK AND EXPLAIN WHY IT IS IMPORTANT
TO THE DETERMINATION OF A FAIR RATE OF RETURN.

Financial risk is the additional risk created by the introduction of debt and preferred stock
into the capital structure. The higher the proportion of debt and preferred stock in the
capital structure, the higher the financial risk (i.e. likelihood of default). Therefore,
consistent with the basic financial principle of risk and return, investors demand a higher

common equity return as compensation for bearing higher default risk.

CAN BOND AND CREDIT RATINGS BE A PROXY FOR THE COMBINED
BUSINESS AND FINANCIAL RISKS (I.LE., INVESTMENT RISK OF AN
ENTERPRISE)?

Yes, similar bond ratings/issuer credit ratings reflect, and are representative of, similar

combined business and financial risks (i.e., total risk) faced by bond investors.> Although

Risk distinctions within S&P’s bond rating categories are recognized by a plus or minus, i.e., within the A
category, an S&P rating can be at A+, A, or A-. Similarly, risk distinctions for Moody’s ratings are
distinguished by numerical rating gradations, i.e., within the A category, a Moody’s rating can be A1, A2
and A3.
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specific business or financial risks may differ between companies, the same bond/credit
rating indicates that the combined risks are roughly similar, albeit not necessarily equal, as
the purpose of the bond/credit rating process is to assess credit quality or credit risk and

not common equity risk.

THAT BEING SAID, DO RATING AGENCIES REFLECT COMPANY SIZE IN
THEIR BOND RATINGS?

No. Neither S&P nor Moody’s have minimum company size requirements for any given
rating level. This means, all else equal, a relative size analysis needs to be conducted for

companies with similar bond ratings.

CAPITAL STRUCTURE

WHAT CAPITAL STRUCTURE RATIOS DO YOU RECOMMEND BE
EMPLOYED IN DEVELOPING AN OVERALL FAIR RATE OF RETURN
APPROPRIATE FOR THE COMPANY?

I recommend the use of a ratemaking capital structure consisting of 48.11% long-term debt
and 51.89% common equity as shown on page 1 of Schedule DWD-1. This capital
structure is based on a test year capital structure for Utilities, Inc., CWS’s parent company,

ended December 31, 2017.

HOW DOES YOUR PROPOSED RATEMAKING COMMON EQUITY RATIO OF
51.89% FOR CWS COMPARE WITH THE TOTAL EQUITY RATIOS
MAINTAINED BY THE COMPANIES IN YOUR UTILITY PROXY GROUP?

My proposed ratemaking common equity ratio of 51.89% for CWS is reasonable and

consistent with the range of total equity ratios maintained, on average, by the companies
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in the Utility Proxy Group on which I base my recommended common equity cost rate. As
shown on page 2 of Schedule DWD-2, the common equity ratios of the Utility Proxy Group
range from 45.17% to 60.60%, with a midpoint of 52.89% and an average of 53.75% in
2016. The equity ratio, on average, maintained by the Utility Proxy Group is higher than
the equity ratio requested by the Company.

In my opinion, a capital structure consisting of 48.11% long-term debt and 51.89%
total equity is appropriate for ratemaking purposes for CWS in the current proceeding
because it is comparable, but conservative to the average capital structure ratios (based on
total permanent capital) maintained, on average, by the water companies in the Utility

Proxy Group on whose market data I base my recommended common equity cost rate.

WHAT COST RATE FOR LONG-TERM DEBT IS MOST APPROPRIATE FOR
USE IN A COST OF CAPITAL DETERMINATION FOR CWS?
A long-term debt cost rate of 6.60% is reasonable and appropriate as it is based on a test

year of Utilities, Inc.’s (“UI”) long-term debt outstanding ending December 31, 2017.

CAROLINA WATER SERVICE, INC. AND UTILITY PROXY GROUP
SELECTION

HAVE YOU REVIEWED FINANCIAL DATA FOR CWS?

Yes. CWS is the surviving entity after the merger of the four Ul operating subsidiaries in
South Carolina.® The merged company serves approximately 26,400 water and sewer
customers throughout South Carolina. CWS is a wholly-owned subsidiary of UI, which is

a wholly-owned subsidiary of Corix, Inc. CWS’s common stock is not publicly traded.

The four merged companies are as follows: Carolina Water Service, Inc., United Utility Companies, Inc.,
Utility Services of South Carolina, and Southland Utilities, Inc.

10
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PLEASE EXPLAIN HOW YOU CHOSE YOUR PROXY GROUP OF EIGHT

WATER COMPANIES.

The basis of selection for the Utility Proxy Group was to select those companies which

meet the following criteria:

®

(i)

(iii)

(iv)

V)
(vi)

(vid)

They are included in the Water Utility Group of Value Line’s Standard Edition
(October 13, 2017);

They have 70% or greater of 2016 total operating income and 70% or greater of
2016 total assets attributable to regulated water operations;

At the time of the preparation of this testimony, they had not publicly announced
that they were involved in any major merger or acquisition activity (i.e., one
publicly-traded utility merging with or acquiring another);

They have not cut or omitted their common dividends during the five years ending
2016 or through the time of the preparation of this testimony;

They have Value Line and Bloomberg adjusted betas;

They have a positive Value Line five-year dividends per share (“DPS”) growth rate
projection; and

They have Value Line, Reuters, Zacks, or Yahoo! Finance consensus five-year
earnings per share (“EPS”) growth rate projections.

The following eight companies met these criteria: American States Water Co.,

American Water Works Co., Inc., Aqua America, Inc., California Water Service Group,

Connecticut Water Service, Inc., Middlesex Water Co., STW Corp., and York Water Co.

11
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PLEASE DESCRIBE SCHEDULE DWD-2, PAGE 1.
Page 1 of Schedule DWD-2 contains comparative capitalization and financial statistics for
the eight water companies identified above for the years 2012 to 2016.

During the five-year period ending 2016, the historically achieved average earnings
rate on book common equity for the group averaged 10.56%. The average common equity
ratio based on total permanent capital (excluding short-term debt) was 53.13%, and the
average dividend payout ratio was 56.73%.

Total debt to earnings before interest, taxes, depreciation, and amortization
(“EBITDA”) for the years 2012 to 2016 ranges between 3.40 and 3.83, with an average of
3.63. Funds from operations to total debt range from 20.86% to 25.95%, with an average

0f23.18%.

COMMON EQUITY COST RATE MODELS

ARE YOUR COST OF COMMON EQUITY MODELS MARKET-BASED
MODELS?

Yes. The DCF model is market-based because market prices are used in developing the
dividend yield component of the model. The RPM is market-based because the bond
ratings and expected bond yields used in the application of the RPM reflect the market’s
assessment of bond/credit risk. In addition, the use of beta coefficients () to determine
the equity risk premium reflects the market’s assessment of market/systematic risk since
beta coefficients are derived from regression analyses of market prices. The Predictive
Risk Premium Model (“PRPM”) uses monthly market returns in addition to expectations
of the risk-free rate. The CAPM is market-based for many of the same reasons that the

RPM is market-based (i.e., the use of expected bond yields and betas). Selection of the

12
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comparable risk non-price regulated companies is market-based because it is based on
statistics which result from regression analyses of market prices and reflect the market’s

assessment of total risk.

A. Discounted Cash Flow Model

WHAT IS THE THEORETICAL BASIS OF THE DCF MODEL?

The theory underlying the DCF model is that the present value of an expected future stream
of net cash flows during the investment holding period can be determined by discounting
those cash flows at the cost of capital, or the investors’ capitalization rate. DCF theory
indicates that an investor buys a stock for an expected total return rate, which is derived
from cash flows received in the form of dividends plus appreciation in market price (the
expected growth rate). Mathematically, the dividend yield on market price plus a growth
rate equals the capitalization rate, i.e., the total common equity return rate expected by

investors.

WHICH VERSION OF THE DCF MODEL DO YOU USE?

I use the single-stage constant growth DCF model.

PLEASE DESCRIBE THE DIVIDEND YIELD YOU USED IN YOUR
APPLICATION OF THE DCF MODEL.
The unadjusted dividend yields are based on the proxy companies’ dividends as of October

13, 2017, divided by the average of closing market prices for the 60 trading days ending

October 13, 2017.7

See Schedule DWD-3, page 1, column 1,

13
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PLEASE EXPLAIN YOUR ADJUSTMENT TO THE DIVIDEND YIELD.

Because dividends are paid periodically (quarterly), as opposed to continuously (daily), an
adjustment must be made to the dividend yield. This is often referred to as the discrete, or
the Gordon Periodic, version of the DCF model.

DCF theory calls for the use of the full growth rate, or D1, in calculating the
dividend yield component of the model. Since the various companies in the Utility Proxy
Group increase their quarterly dividend at various times during the year, a reasonable
assumption is to reflect one-half the annual dividend growth rate in the dividend yield
component, or D1». Because the dividend should be representative of the next twelve-
month period, my adjustment is a conservative approach that does not overstate the
dividend yield. Therefore, the actual average dividend yields in Column 1 on page 1 of
Schedule DWD-3 have been adjusted upward to reflect one-half the average projected

growth rate shown in Column 6.

PLEASE EXPLAIN THE BASIS OF THE GROWTH RATES YOU APPLY TO
THE UTILITY PROXY GROUP IN YOUR DCF MODEL.

Investors with more limited resources than institutional investors are likely to rely on
widely available financial information services, such as Value Line, Reuters, Zacks, and
Yahoo! Finance. Investors realize that analysts have significant insight into the dynamics
of the industries and individual companies they analyze, as well as companies’ abilities to
effectively manage the effects of changing laws and regulations and ever-changing
economic and market conditions. For these reasons, I use analysts’ five-year forecasts of

earnings per share (“EPS”) growth in my DCF analysis.

14
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Over the long run, there can be no growth in dividends per share (“DPS”) without
growth in EPS. Security analysts’ earnings expectations have a more significant influence
on market prices than dividend expectations. Thus, the use of earnings growth rates in a
DCF analysis provides a better match between investors’ market price appreciation

expectations and the growth rate component of the DCF.

PLEASE SUMMARIZE THE DCF MODEL RESULTS.

As shown on page 1 of Schedule DWD-3, the mean result of the application of the single-
stage DCF model is 8.86%, the median result is 8.42%, and the average of the two is 8.64%
for the Utility Proxy Group. In arriving at a conclusion for the DCF-indicated common
equity cost rate for the Utility Proxy Group, I have relied on an average of the mean and
the median results of the DCF. This approach takes into consideration all of the proxy

companies’ results while mitigating the high and low outliers of those individual results.

B. The Risk Premium Model

PLEASE DESCRIBE THE THEORETICAL BASIS OF THE RPM.
The RPM is based on the fundamental financial principle of risk and return, namely, that
investors require greater returns for bearing greater risk. The RPM recognizes that
common equity capital has greater investment risk than debt capital, as common equity
shareholders are behind debt holders in any claim on a company’s assets and earnings. As
a result, investors require higher returns from common stocks than from investment in
bonds, to compensate them for bearing the additional risk.

While it is possible to directly observe bond returns and yields, investors’ required
common equity return cannot be directly determined or observed. According to RPM

theory, one can estimate a common equity risk premium over bonds (either historically or

15

2840 /| dbed - SM-262-L10C # 193900 - DSOS - Nd 2€:§ 9¢ Aenigad 8102 - 3714 ATTVOINOYLOI 13



10

11

12

13

14

15

16

17

18

19

prospectively), and use that premium to derive a cost rate of common equity. The cost of
common equity equals the expected cost rate for long-term debt capital, plus a risk
premium over that cost rate, to compensate common shareholders for the added risk of
being unsecured and last-in-line for any claim on the corporation’s assets and earnings in

the event of a liquidation.

PLEASE EXPLAIN HOW YOU DERIVED YOUR INDICATED COST OF
COMMON EQUITY BASED ON THE RPM.
I relied on the results of the application of two risk premium methods. The first method is

the PRPM, while the second method is a risk premium model using a total market approach.

PLEASE EXPLAIN THE PRPM.

The PRPM, published in the Journal of Regulatory Economics (“JRE”).® was developed
from the work of Robert F. Engle, who shared the Nobel Prize in Economics in 2003 “for
methods of analyzing economic time series with time-varying volatility (‘ARCH?”)”.°
Engle found that volatility changes over time and is related from one period to the next,
especially in financial markets. Engle discovered that the volatility in prices and returns
clusters over time and is therefore highly predictable and can be used to predict future
levels of risk and risk premiums.

The PRPM estimates the risk / return relationship directly, as the predicted equity

risk premium is generated by the prediction of volatility or risk. The PRPM is not based

Autoregressive conditional heteroscedasticity. See “A New Approach for Estimating the Equity Risk
Premium for Public Utilities”, Pauline M. Ahern, Frank J. Hanley and Richard A. Michelfelder, Ph.D. The
Journal of Regulatory Economics (December 2011), 40:261-278.

www.nobelprize.org.
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on an estimate of investor behavior, but rather on the evaluation of the results of that
behavior (i.e., the variance of historical equity risk premiums).

The inputs to the model are the historical returns on the common shares of each
company in the Utility Proxy Group minus the historical monthly yield on long-term U.S.
Treasury securities through September 2017. Using a generalized form of ARCH, known
as GARCH, I calculate each Utility Proxy Group company’s projected equity risk premium
using Eviews" statistical software. When the GARCH Model is applied to the historical
return data, it produces a predicted GARCH variance series'® and a GARCH coefficient!!.
Multiplying the predicted monthly variance by the GARCH coefficient and annualizing it'?
produces the predicted annual equity risk premium. I then add the forecasted 30-year U.S.
Treasury Bond yield, 3.58%', to each company’s PRPM-derived equity risk premium to
arrive at an indicated cost of common equity. The 30- year Treasury yield is a consensus

forecast derived from the Blue Chip Financial Forecasts (“Blue Chip”)'*. The mean

PRPM indicated common equity cost rate for the Utility Proxy Group is 11.48%, the
median is 11.41%, and the average of the two is 11.45%. Consistent with my reliance on
the average of the median and mean results of the DCF, I will rely on the average of the
mean and median results of the Utility Proxy Group PRPM to calculate a cost of common

equity rate of 11.45%.

Illustrated on Columns 1 and 2 of page 2 of Schedule DWD-4.

INlustrated on Column 4 of page 2 of Schedule DWD-4.

Annualized Return = (1+Monthly Return)*12 - 1

See column 6 of page 2 of Schedule DWD-4.

Blue Chip Financial Forecasts, October 1,2017 at p. 2 and June 1, 2017 at p. 14.
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PLEASE EXPLAIN THE TOTAL MARKET APPROACH RPM.
The total market approach RPM adds a prospective public utility bond yield to an average
of: 1) an equity risk premium that is derived from a beta-adjusted total market equity risk

premium, and 2) an equity risk premium based on the S&P Utilities Index.

PLEASE EXPLAIN THE BASIS OF THE EXPECTED BOND YIELD OF 4.92%
APPLICABLE TO THE UTILITY PROXY GROUP.
The first step in the total market approach RPM analysis is to determine the expected bond
yield. Because both ratemaking and the cost of capital (including common equity cost rate)
are prospective in nature, a prospective yield on similarly-rated long-term debt is essential.
I rely on a consensus forecast of about 50 economists of the expected yield on Aaa-rated
corporate bonds for the six calendar quarters ending with the first calendar quarter of 2019
and the long-term projections for 2019 to 2023 and 2024 to 2028 from Blue Chip. As
shown on Line No. 1 of page 3 of Schedule DWD-4, the average expected yield on
Moody’s Aaa-rated corporate bonds is 4.61%. In order to derive an expected yield on A2
rated-public utility bonds, I make an upward adjustment of 0.25%, which represents a
recent spread between Aaa corporate bonds and A2-rated public utility bonds, in order to
adjust the expected Aaa corporate bond yield to an equivalent Moody’s A2-rated public
utility bond.'> Adding that recent 0.25% spread to the expected Aaa corporate bond yield
0f 4.61% results in an expected A2 public utility bond of 4.86%.

Since the Utility Proxy Group’s average Moody’s long-term issuer rating is A2/A3,
another adjustment to the expected A2 public utility bond yield is needed to reflect the

difference in bond ratings. An upward adjustment of 0.06%, which represents one-sixth of

As shown on Line No. 2 and explained in note 2 of page 3 of Schedule DWD-4.
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arecent spread between A2 and A3 public utility bond yields, is necessary to make the A2
prospective bond yield applicable to an A2/A3 public utility bond.'® Adding the 0.06% to
the 4.86% prospective A2 public utility bond yield results in a 4.92% expected bond yield

for the Utility Proxy Group.

PLEASE EXPLAIN THE DERIVATION OF THE BETA-DERIVED EQUITY
RISK PREMIUM.

The components of the beta derived risk premium model are: 1) An expected market equity
risk premium over corporate bonds, and 2) the beta coefficient. The derivation of the beta-
derived equity risk premium that I apply to the Utility Proxy Group is shown on lines 1
through 11 of page 8 of Schedule DWD-4. The total beta-derived equity risk premium I
apply is based on an average of: 1) Historical data-based equity risk premiums; 2) Value
Line-based equity risk premiums; and 3) Bloomberg-based equity risk premium. Each of

these is described in turn.

HOW DID YOU DERIVE A MARKET EQUITY RISK PREMIUM BASED ON
LONG-TERM HISTORICAL DATA?
To derive a historical market equity risk premium, I used the most recent holding period

returns for the large company common stocks from the 2017 Stocks. Bonds, Bills, and

Inflation (“SBBI”) Yearbook (“SBBI — 2017)!7 less the average historical yield on

Moody’s Aaa/Aa-rated corporate bonds for the period 1928 to 2016. The use of holding

period returns over a very long period of time is appropriate because it is consistent with

As shown on Line No. 4 and explained in note 3 on page 3 of Schedule DWD-4.
SBBI Appendix A Tables: Momingstar Stocks, Bonds, Bills, & Inflation 1926-2016.

19
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the long-term investment horizon presumed by investing in a going concemn, i.e., a
company expected to operate in perpetuity.

SBBI’s long-term arithmetic mean monthly total return rate on large company
common stocks was 11.69% and the long-term arithmetic mean monthly yield on Moody’s
Aaa/Aa-rated corporate bonds was 6.13%.'® As shown on line 1 of page 8 of Schedule
DWD-4, subtracting the mean monthly bond yield from the total return on large company
stocks results in a long-term historical equity risk premium of 5.56%.

I used the arithmetic mean monthly total return rates for the large company stocks
and yields (income returns) for the Moody’s Aaa/Aa corporate bonds, because they are
appropriate for the purpose of estimating the cost of capital as noted in SBBI — 2017.!° The
use of the arithmetic mean return rates and yields is appropriate because historical total
returns and equity risk premiums provide insight into the variance and standard deviation
of returns needed by investors in estimating future risk when making a current investment.
If investors relied on the geometric mean of historical equity risk premiums, they would
have no insight into the potential variance of future returns because the geometric mean

relates the change over many periods to a constant rate of change, thereby obviating the

year-to-year fluctuations, or variance, which is critical to risk analysis.

PLEASE EXPLAIN THE DERIVATION OF THE REGRESSION-BASED
MARKET EQUITY RISK PREMIUM.
To derive the regression analysis-derived market equity risk premium of 7.37%, shown on

line 2 of page 8 of Schedule DWD-4, I used the same monthly annualized total returns on

18

As explained in note 1 on page 8 of Schedule DWD-4.
SBBI -2017, at 10-22.
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large company common stocks relative to the monthly annualized yields on Moody’s
Aaa/Aa corporate bonds as mentioned above. The relationship between interest rates and
the market equity risk premium was modeled using the observed monthly market equity
risk premium as the dependent variable, and the monthly yield on Moody’s Aaa/Aa
corporate bonds as the independent variable. I used a linear Ordinary Least Squares
(“OLS”) regression, in which the market equity risk premium is expressed as a function of
the Moody’s Aaa/Aa corporate bonds yield:

RP = o+ 13 (RAaa/Aa)

PLEASE EXPLAIN THE DERIVATION OF A PRPM EQUITY RISK PREMIUM.
I used the same PRPM approach described previously to develop another equity risk
premium estimate. The inputs to the model are the historical monthly returns on large
company common stocks minus the monthly yields on Aaa/Aa corporate bonds during the
period from January 1928 through September 2017.2° Using the previously discussed
generalized form of ARCH, known as GARCH, the projected equity risk premium is
determined using Eviews® statistical software. The resulting PRPM predicted market
equity risk premium is 5.91%.?!

The average historical data-based equity risk premium is 6.28%, which is shown

on line 4 of page 8 of Schedule DWD-4.

20

21

Data from January 1926-December 2016 is from SBBI — 2017. Data from January — September 2017 is from
Bloomberg Professional Services.
Shown on Line No. 3 of page 8 of Schedule DWD-4.
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PLEASE EXPLAIN THE DERIVATION OF A PROJECTED EQUITY RISK
PREMIUM BASED ON VALUE LINE DATA FOR YOUR RPM ANALYSIS.
As noted previously, because both ratemaking and the cost of capital, including the cost
rate of common equity, are prospective, a prospective market equity risk premium is
essential. The derivation of the forecasted or prospective market equity risk premium can
be found in note 4 on page 8 of Schedule DWD-4. Consistent with my calculation of the
dividend yield component in my DCF analysis, this prospective market equity risk
premium is derived from an average of the three- to five-year median market price
appreciation potential by Value Line for the thirteen weeks ending October 13, 2017, plus
an average of the median estimated dividend yield for the common stocks of the 1,700
firms covered in Value Line’s Standard Edition.??

The average median expected price appreciation is 33%, which translates to a
7.39% annual appreciation, and, when added to the average of Value Line’s median
expected dividend yields of 2.06%, equates to a forecasted annual total return rate on the
market of 9.45%. The forecasted Aaa bond yield of 4.61% is deducted from the total
market return of 9.45%, resulting in an equity risk premium of 4.84%, shown on page 8,

line 5 of Schedule DWD-4.

PLEASE EXPLAIN THE DERIVATION OF AN EQUITY RISK PREMIUM
BASED ON THE S&P 500 COMPANIES.

Using data from Value Line, 1 calculate an expected total return on the S&P 500 using
expected dividend yields and long-term growth estimates as a proxy for capital

appreciation. The expected total return for the S&P 500 is 14.30%. Subtracting the

22

As explained in detail in page 2, note 1 of Schedule DWD-5.
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prospective yield on Aaa Corporate bonds of 4.61% results in an 9.69% projected equity
risk premium.
The average Value Line-based Equity risk premium is 7.26%, which is shown on

Line No. 7 on page 8 of Schedule DWD-4.

PLEASE EXPLAIN THE DERIVATION OF AN EQUITY RISK PREMIUM
BASED ON BLOOMBERG DATA.

Using data from Bloomberg Professional Services, I calculate an expected total return on
the S&P 500 using expected dividend yields and long-term growth estimates as a proxy for
capital appreciation, identical to the method described above. The expected total return for
the S&P 500 is 13.92%. Subtracting the prospective yield on Aaa Corporate bonds of

4.61% results in a 9.31% projected equity risk premium.
q

WHAT IS YOUR CONCLUSION OF A BETA-DERIVED EQUITY RISK
PREMIUM FOR USE IN YOUR RPM ANALYSIS?
I give equal weight to equity risk premiums based on each source, historical, Value Line,
and Bloomberg in arriving at my conclusion of 7.62%.23

After calculating the average market equity risk premium of 7.62%, I adjust it by
beta to account for the risk of the Utility Proxy Group. As discussed below, the beta
coefficient is a meaningful measure of prospective relative risk to the market as a whole,
and is a logical means by which to allocate a company’s or proxy group’s share of the
market's total equity risk premium, relative to corporate bond yields. As shown on page 1

of Schedule DWD-5, the average of the mean and median beta coefficient for the Utility

23

7.62% = (6.28% + 7.26% + 9.31%)/3. See Line No. 9 on page 8 of Schedule DWD-4,

23
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Proxy Group is 0.77. Multiplying the beta coefficient of the Utility Proxy Group of 0.77
by the market equity risk premium of 7.62% results in a beta-adjusted equity risk premium

of 5.87% for the Utility Proxy Group.

HOW DID YOU DERIVE THE EQUITY RISK PREMIUM BASED ON THE S&P
UTILITY INDEX AND MOODY’S A-RATED PUBLIC UTILITY BONDS?
I estimate three equity risk premiums based S&P Utility Index holding returns, and two
equity risk premiums based on the expected returns of the S&P Utilities Index, using Value
Line and Bloomberg data, respectively. Turning first to the S&P Utility Index holding
period returns, I derive a long-term monthly arithmetic mean equity risk premium between
the S&P Utility Index total returns of 10.57% and monthly A-rated public utility bond
yields of 6.61% from 1928 to 2016 to arrive at an equity risk premium of 3.96%.2* 1 then
use the same historical data to derive an equity risk premium of 5.59% based on a
regression of the monthly equity risk premiums. The final S&P Utility Index holding
period equity risk premium involves applying the PRPM using the historical monthly
equity risk premiums from January 1928 to September 2017 to arrive at a PRPM-derived
equity risk premium of 3.96% for the S&P Utility Index. The average of the three S&P
Utilities Index holding return equity risk premiums is 4.50%.

I then derive expected total returns on the S&P Utilities Index of 9.06% and 8.60%
using data from Value Line and Bloomberg Professional Services, respectively, and
subtract the prospective A2-rated public utility bond yield (4.86%2°), which results in risk

premiums of 4.20% and 3.74%, respectively. As with the market equity risk premiums, I

24
25

As shown on Line No. 1 of page 12 of Schedule DWD-4.
Derived on Line No. 3 of page 3 of Schedule DWD-4.
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average the risk premium based on each source (i.e., Historical, Value Line, and

Bloomberg) to arrive at my utility-specific equity risk premium of 4.15%.2

WHAT IS YOUR CONCLUSION OF AN EQUITY RISK PREMIUM FOR USE IN
YOUR TOTAL MARKET APPROACH RPM ANALYSIS?

The equity risk premium I apply to the Utility Proxy Group is 5.01%, which is the average
of the beta-derived and the S&P utility equity risk premiums of 5.87% and 4.15%,

respectively.?’

WHAT IS THE INDICATED RPM COMMON EQUITY COST RATE BASED ON
THE TOTAL MARKET APPROACH?
As shown on Line No. 7 of Schedule DWD-4, page 3, I calculate a common equity cost

rate of 9.93% for the Utility Proxy Group based on the total market approach of the RPM.

WHAT ARE THE RESULTS OF YOUR APPLICATION OF THE PRPM AND
THE TOTAL MARKET APPROACH RPM?

As shown on page 1 of Schedule DWD-4, the indicated RPM-derived common equity cost
rate is 10.69%, which gives equal weight to the PRPM (11.45%) and the adjusted market

approach results (9.93%).

C. The Capital Asset Pricing Model

PLEASE EXPLAIN THE THEORETICAL BASIS OF THE CAPM.
CAPM theory defines risk as the co-variability of a security’s returns with the market’s

returns as measured by the beta coefficient (). A beta coefficient less than 1.0 indicates

26
27

4.15% = (4.50% + 4.20% + 3.74%)/3.
As shown on page 7 of Schedule DWD-4.
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lower variability than the market as a whole, while a beta coefficient greater than 1.0
indicates greater variability than the market.

The CAPM assumes that all other risk (i.e., all non-market or unsystematic risk)
can be eliminated through diversification. The risk that cannot be eliminated through
diversification is called market, or systematic, risk. In addition, the CAPM presumes that
investors require compensation only for systematic risk, which is the result of
macroeconomic and other events that affect the returns on all assets. The model is applied
by adding a risk-free rate of return to a market risk premium, which is adjusted
proportionately to reflect the systematic risk of the individual security relative to the total

market as measured by the beta coefficient. The traditional CAPM model is expressed as:

Rs = Re+ B(Rm - Ry)
Where: Rs = Return rate on the common stock
Rf = Risk-free rate of return
Rmn = Return rate on the market as a whole
B = Adjusted beta coefficient (volatility of the

security relative to the market as a whole)

Numerous tests of the CAPM have measured the extent to which security returns
and beta coefficients are related as predicted by the CAPM, confirming its validity. The
empirical CAPM (“ECAPM”) reflects the reality that while the results of these tests support
the notion that the beta coefficient is related to security returns, the empirical Security
Market Line (“SML”) described by the CAPM formula is not as steeply sloped as the

predicted SML.?® In view of theory and practical research, I have applied both the

28

Roger A. Morin, New Regulatory Finance (Public Utility Reports, Inc., 2006), at p. 175.
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traditional CAPM and the ECAPM to the companies in the Utility Proxy Group and

averaged the results.

WHAT BETA COEFFICIENTS DID YOU USE IN YOUR CAPM ANALYSIS?

With respect to the beta coefficient, I considered two methods of calculation: the average
of the Beta coefficients of the Utility Proxy Group companies reported by Bloomberg
Professional Services, and the average of the Beta coefficients of the Utility Proxy Group
companies as reported by Value Line. While both of those services adjust their calculated
(or “raw”) Beta coefficients to reflect the tendency of the Beta coefficient to regress to the
market mean of 1.00, Value Line calculates the Beta coefficient over a five-year period,

while Bloomberg’s calculation is based on two years of data.

PLEASE DESCRIBE YOUR SELECTION OF A RISK-FREE RATE OF RETURN.
As shown in column 5 on page 1 of Schedule DWD-5, the risk-free rate adopted for both
applications of the CAPM is 3.58%. This risk-free rate of 3.58% is based on the average
of the Blue Chip consensus forecast of the expected yields on 30-year U.S. Treasury bonds
for the six quarters ending with the first calendar quarter of 2019 and long-term projections

for the years 2019 to 2023 and 2024 to 2028.

WHY IS THE YIELD ON LONG-TERM U.S. TREASURY BONDS
APPROPRIATE FOR USE AS THE RISK-FREE RATE?

The yield on long-term U.S. Treasury Bonds is almost risk-free and its term is consistent
with the long-term cost of capital to public utilities measured by the yields on A-rated
public utility bonds; the long-term investment horizon inherent in utilities’ common stocks;

and the long-term life of the jurisdictional rate base to which the allowed fair rate of return

27
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(i.e., cost of capital) will be applied. In contrast, short-term U.S. Treasury yields are more

volatile and largely a function of Federal Reserve monetary policy.

PLEASE EXPLAIN THE ESTIMATION OF THE EXPECTED RISK PREMIUM
FOR THE MARKET USED IN YOUR CAPM ANALYSES.
The basis of the market risk premium is explained in detail in Note 1 on Schedule DWD-5.

As discussed previously, the market risk premium is derived from an average of:

1) Historical data-based market risk premiums;
2) Value Line data-based market risk premiums; and
3) Bloomberg data-based market risk premium.

The long-term income return on U.S. Government Securities of 5.17% was
deducted from the SBBI-2017 monthly historical total market return of 11.97%, which
results in an historical market equity risk premium of 6.80%.2° I applied a linear OLS
regression to the monthly annualized historical returns on the S&P 500 relative to historical
yields on long-term U.S. Government Securities from SBBI-2017. That regression
analysis yielded a market equity risk premium of 8.60%. The PRPM market equity risk
premium is 6.69%, and is derived using the PRPM relative to the yields on long-term U.S.
Treasury securities from January 1926 through September 2017. The average of the
historical data-based market risk premiums is 7.36%.°

The Value Line-derived forecasted total market equity risk premium is derived by
deducting the forecasted risk-free rate of 3.58%, discussed above, from the Value Line

projected total annual market return of 9.45%, resulting in a forecasted total market equity

29
30

SBBI - 2017, at Appendix A-1 (1) through .A-1 (3) and Appendix A-7 (19) through A-7 (21).
7.36% = (6.80% + 8.60% + 6.69%)/3.
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risk premium of 5.87%. The S&P 500 projected market equity risk premium using Value
Line data is derived by subtracting the projected risk-free rate of 3.58% from the projected
total return of the S&P 500 of 14.30%. The resulting market equity risk premium is
10.72%. The average Value Line market risk premium is 8.29%.%!

The S&P 500 projected market equity risk premium using Bloomberg data is
derived by subtracting the projected risk-free rate of 3.58% from the projected total return
of the S&P 500 of 13.92%. The resulting market equity risk premium is 10.34%.

These three sources (historical, Value Line, and Bloomberg), when averaged, result

in an average total market equity risk premium of 8.67%.%2

WHAT ARE THE RESULTS OF YOUR APPLICATION OF THE TRADITIONAL
AND EMPIRICAL CAPM TO THE UTILITY PROXY GROUP?

As shown on page 1 of Schedule DWD-5, the mean result of my CAPM/ECAPM analyses
is 10.43%, the median is 10.58%, and the average of the two is 10.51%. Consistent with
my reliance on the average of mean and median DCF results discussed above, the indicated

common equity cost rate using the CAPM/ECAPM is 10.51%.

D. Common Equity Cost Rates for a Proxy Group of Domestic, Non-Price
Regulated Companies Based on the DCF, RPM, and CAPM

WHY DO YOU ALSO CONSIDER A PROXY GROUP OF DOMESTIC, NON-
PRICE REGULATED COMPANIES?
In the Hope and Bluefield cases, the U.S. Supreme Court did not specify that comparable

risk companies had to be utilities. Since the purpose of rate regulation is to be a substitute

3
32

8.29% = (5.87% + 10.72%)/2.
8.67% = (7.36% + 8.29% + 10.34%)/3.
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for the competition of the marketplace, non-price regulated firms operating in the
competitive marketplace make an excellent proxy if they are comparable in total risk to the
Utility Proxy Group being used to estimate the cost of common equity. The selection of
such domestic, non-price-regulated competitive firms theoretically and empirically results

in a proxy group which is comparable in total risk to the Utility Proxy Group.

HOW DID YOU SELECT UNREGULATED COMPANIES THAT ARE

COMPARABLE IN TOTAL RISK TO THE REGULATED PUBLIC UTILITY

PROXY GROUP?

In order to select a proxy group of domestic, non-price regulated companies similar in total

risk to the Utility Proxy Group, I relied on the beta coefficients and related statistics derived

from Value Line regression analyses of weekly market prices over the most recent 260

weeks (i.e., five years). Using these selection criteria results in a proxy group of twenty-

eight domestic, non-price regulated firms comparable in total risk to the Utility Proxy

Group. Total risk is the sum of non-diversifiable market risk and diversifiable company-

specific risks. The criteria used in the selection of the domestic, non-price regulated firms

were:

1) They must be covered by Value Line Investment Survey (Standard Edition);

2) They must be domestic, non-price regulated companies, i.e., non-utilities;

3) Their beta coefficients must lie within plus or minus two standard deviations of the
average unadjusted beta of the Utility Proxy Group; and

4) The residual standard errors of the Value Line regressions, which gave rise to the
unadjusted beta coefficients, must lie within plus or minus two standard deviations

of the average residual standard error of the Utility Proxy Group.

30
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Beta coefficients are a measure of market, or systematic, risk, which is not
diversifiable. The residual standard errors of the regressions were used to measure each
firm’s company-specific, diversifiable risk. Companies that have similar betas and similar
residual standard errors resulting from the same regression analyses have similar total

investment risk.

HAVE YOU PREPARED A SCHEDULE WHICH SHOWS THE DATA FROM
WHICH YOU SELECTED THE TWENTY-EIGHT DOMESTIC, NON-PRICE
REGULATED COMPANIES THAT ARE COMPARABLE IN TOTAL RISK TO
THE UTILITY PROXY GROUP?

Yes, the basis of my selection and both proxy groups’ regression statistics are shown in

Schedule DWD-6.

DID YOU CALCULATE COMMON EQUITY COST RATES USING THE DCF,
RPM, AND CAPM FOR THE NON-PRICE REGULATED PROXY GROUP?

Yes. Because the DCF, RPM, and CAPM have been applied in an identical manner as
described above, I will not repeat the details of the rationale and application of each model.
One exception is in the application of the RPM, where I did not use public utility-specific
equity risk premiums, nor have I applied the PRPM to the individual companies.

Page 2 of Schedule DWD-7 contains the derivation of the DCF cost rates. As
shown, the indicated common equity cost rate using the DCF for the Non-Price Regulated
Proxy Group comparable in total risk to the Utility Proxy Group, is 13.57%.

Pages 3 through 5 contain the data and calculations that support the 11.91% RPM
cost rate. As shown on Line No. 1 of page 3 of Schedule DWD-7, the consensus

prospective yield on Moody’s Baa rated corporate bonds for the six quarters ending in the

31
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first quarter of 2019, and for the years 2019 to 2023 and 2024 to 2028, is 5.36%.3> When
the beta-adjusted risk premium of 6.55%,* relative to the Non-Price Regulated Proxy
Group, is added to the prospective Baa2 rated corporate bond yield of 5.36%, the indicated
RPM cost rate is 11.91%.

Page 6 contains the inputs and calculations that support my indicated

CAPM/ECAPM cost rate of 11.15%.

HOW IS THE COST RATE OF COMMON EQUITY BASED ON THE NON-
PRICE REGULATED PROXY GROUP COMPARABLE IN TOTAL RISK TO
THE UTILITY PROXY GROUP?

As shown on page 1 of Schedule DWD-7, the results of the DCF, RPM, and CAPM, applied
to the Non-Price Regulated Proxy Group comparable in total risk to the Utility Proxy
Group, are 13.57%, 11.91%, and 11.15%, respectively. The average of the mean and
median of these models is 12.06%, which I use as the indicated common equity cost rate

for the Non-Price Regulated Proxy Group.

CONCLUSION OF COMMON EQUITY COST RATE BEFORE ADJUSTMENTS

WHAT IS THE INDICATED COMMON EQUITY COST RATE BEFORE
ADJUSTMENTS?

Based on the results of the application of multiple cost of common equity models to the
Utility Proxy Group and the Non-Price Regulated Proxy Group, the indicated cost of equity
before adjustments is 10.45%. I use multiple cost of common equity models as primary

tools in arriving at my recommended common equity cost rate, because no single model is

33
34

Blue Chip Financial Forecasts, October 1,2017 at p. 2 and June 1, 2017, at p. 14.
Derived on page 5 of Schedule DWD-7.

32
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so inherently precise that it can be relied on solely to the exclusion of other theoretically
sound models. The use of multiple models adds reliability to the estimation of the common
equity cost rate, and the prudence of using multiple cost of common equity models is
supported in both the financial literature and regulatory precedent.

Based on these common equity cost rate results, I conclude that a common equity
cost rate of 10.45% is reasonable and appropriate for the Company before any adjustment
is made for relative risk between the Company and the Utility Proxy Group. The 10.45%
indicated ROE is the approximate average of the results produced by my application of the

models as explained above.

ADJUSTMENT TO THE COMMON EQUITY COST RATE

A. Size Adjustment

IS THERE A WAY TO QUANTIFY A RELATIVE RISK ADJUSTMENT DUE TO
CWS’S SMALL SIZE RELATIVE TO THE PROXY GROUP?

Yes. The Company has greater relative risk than the average company in the Utility Proxy
Group because of its smaller size compared with the group, as measured by an estimated

market capitalization of common equity for CWS (whose common stock is not publicly-

traded).

33
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Table 3: Size as Measured by Market Capitalization for the Company
and the Utility Proxy Group

Times
Market Greater than
Capitalization* the Company
($ Millions)
CWS $57.209
Utility Proxy Group $3,543.646 61.9x

*From page 1 of Schedule DWD-8.

The Company’s estimated market capitalization was at $57.209 million as of
October 13, 2017, compared with the market capitalization of the average water company
in the Utility Proxy Group of $3.544 billion as of October 13, 2017. The Utility Proxy
Group’s market capitalization is 61.9 times the size of CWS’s estimated market

capitalization.

PLEASE EXPLAIN WHY SIZE HAS A BEARING ON BUSINESS RISK.
Company size is a significant element of business risk for which investors expect to be
compensated through higher returns. Generally, smaller companies are less able to cope
with significant events that affect sales, revenues, and earnings. For example, smaller
companies face more risk exposure to business cycles and economic conditions, both
nationally and locally. Additionally, the loss of revenues from a few larger customers
would have a greater effect on a small company than on a much larger company with a
larger, more diverse, customer base.

Further evidence of the risk effects of size include the fact that investors demand
greater returns to compensate for the lack of marketability and liquidity of the securities of

smaller firms. For these reasons, the Commission should authorize a cost of common

34
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equity in this proceeding that reflects CWS’s relevant risk, including the impact of its small
size.

As aresult, it is necessary to upwardly adjust the indicated common equity cost rate
of 10.45% to reflect CWS’s greater risk due to its smaller relative size. The determination
is based on the size premiums for portfolios of New York Stock Exchange (“NYSE”),
American Stock Exchange (“AMEX”), and NASDAQ listed companies ranked by deciles
for the 1926 to 2016 period. The average size premium for the Utility Proxy Group with a
market capitalization of $3.545 billion falls in the 5% decile, while CWS’s market
capitalization of $57.209 million puts the Company in the 10" decile. The size premium
spread between the 5™ decile and the 10" decile is 4.08%. Even though a 4.08% upward
size adjustment is indicated, I apply a size premium of 0.50% to CWS’s indicated common

equity cost rate.

DID YOU EVALUATE CWS’S PARENT, UTILITIES, INC.’S ESTIMATED

MARKET CAPITALIZATION COMPARED TO THE PROXY GROUP?

Yes. Even though I do not think it is applicable®®, I looked at Utilities, Inc.’s common
equity balance at December 31, 2016. I then adjusted it by the proxy group market-to-
book ratio and compared it with the proxy group. Utilities, Inc.’s estimated market
capitalization, $699.722 million®, would fall in between the 8% and 9" deciles, which

would indicate a 0.87% size premium over the average proxy group company.

35

36

It is Mr. D’Ascendis’ opinion that the parent company’s size is irrelevant in setting rates for one of its
jurisdictional subsidiaries. Regulation is required to look at each operating utility as a stand-alone company
since they can only set rates for that particular utility and no other operating subsidiary outside of their
jurisdiction.

$212.230M x 329.7% = $699.722M
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DID YOU EVALUATE OTHER MEASURES OF RELATIVE SIZE BETWEEN

CWS AND THE PROXY GROUP?

Yes. In order to present a more robust analysis, I compared CWS and the water proxy group

using various measures of size as described by Duff and Phelps’ 2017 Valuation Yearbook.

The measures are listed below:

Market Value of Common Equity
¢ Book Value of Common Equity

e Market Value of Invested Capital
e Total Assets

e Total Sales

e Number of Employees

As shown on page 3 of Schedule DWD-8, in all measures, CWS was determined to
be smaller than the average water proxy group company with associated size premiums
ranging from 1.34% to 3.94%. In view of these results, in my opinion, an upward size
adjustment of 0.50% to the indicated cost of common equity is both appropriate and

conservative.

WHAT IS THE INDICATED COST OF COMMON EQUITY AFTER YOUR
ADJUSTMENT FOR SIZE?
After applying the 0.50% size adjustment to the indicated cost of common equity of

10.45%, a size-adjusted cost of common equity of 10.95% results.

36
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CONCLUSION OF COMMON EQUITY COST RATE

WHAT IS YOUR RECOMMENDED COST OF COMMON EQUITY FOR CWS?
Given the indicated cost of common equity of 10.45% and the size adjusted cost of common
equity of 10.95%, I conclude that an appropriate range of common equity cost rates for the

Company is from 10.45% to 10.95%.

IS YOUR RECOMMENDED RANGE OF COMMON EQUITY COST RATES
REASONABLE FOR CWS?

In my opinion, a range of common equity cost rates between 10.45% and 10.95% is both
reasonable and conservative, providing CWS with sufficient earnings to enable it to attract

necessary new capital.

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does

37

28 J0 6€ dbed - SM-262-L10C # 193900 - DSOS - Nd 2€:G 92 Aenigad 8102 - 3714 ATTVOINOYLOI 13



Appendix A
Professional Qualifications of
scottmadden Dylan W. D’Ascendis, CRRA, CVA

MANAGEMENT CONSULTANTS
Summary

Dylan is an experienced consultant and a Certified Rate of Return Analyst (CRRA) and Certified Valuation
Analyst (CVA). He has served as a consultant for investor-owned and municipal utilities and authorities for
9 years. Dylan has extensive experience in rate of return analyses, class cost of service, rate design, and
valuation for regulated public utilities. He has testified as an expert witness in the subjects of rate of return,
cost of service, rate design, and valuation before 13 regulatory commissions in the U.S. and an American
Arbitration Association panel.

He also maintains the benchmark index against which the Hennessy Gas Utility Mutual Fund performance
is measured. He serves on the Rates and Regulatory Committee of the National Association of Water
Companies (NAWC).

Areas of Specialization

B  Regulation and Rates B Capital Market Risk E Rate of Return
u  Utilities ®  Financial Modeling ®  Cost of Service
B Mutual Fund Benchmarking ™ Valuation E Rate Design
= Capital Market Risk ®  Regulatory Strategy and

Rate Case Support

Recent Expert Testimony Submission/Appearances

Jurisdiction Topic
®  Regulatory Commission of Alaska Return on Common Equity & Capital Structure
®  New Jersey Board of Public Utilities Cost of Service, Rate Design
B Pennsylvania Public Utility Commission Return on Common Equity
®  South Carolina Public Service Commission Return on Common Equity
B American Arbitration Association Valuation
Recent Assignments

E Provided expert testimony on the cost of capital for ratemaking purposes before numerous state utility
regulatory agencies

B Maintains the benchmark index against which the Hennessy Gas Utility Mutual Fund performance is
measured

E  Sponsored valuation testimony for a large municipal water company in front of an American
Arbitration Association Board to justify the reasonability of their lease payments to the City

m  Co-authored a valuation report on behalf of a large investor-owned utility company in response to a
new state regulation which allowed the appraised value of acquired assets into rate base

Recent Publications and Speeches

= Co-Author of: “The Impact of Decoupling on the Cost of Capital of Public Utilities”, co-authored with
Richard A. Michelfelder, Ph.D., Rutgers University and Pauline M. Ahern. (Forthcoming)

® “Pastis Prologue: Future Test Year”, Presentation before the National Association of Water
Companies 2017 Southeast Water Infrastructure Summit, May 2, 2017, Savannah, GA.

m  Co-author of: “Comparative Evaluation of the Predictive Risk Premium Model™, the Discounted Cash
Flow Model and the Capital Asset Pricing Model”, co-authored with Richard A. Michelfelder, Ph.D.,
Rutgers University, Pauline M. Ahern, and Frank J. Hanley, The Electricity Journal, May, 2013.

= “Decoupling: Impact on the Risk and Cost of Common Equity of Public Utility Stocks”, before the
Society of Utility and Regulatory Financial Analysts: 45th Financial Forum, April 17-18, 2013,
Indianapolis, IN.
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Exhibit No. __
Schedule DWD-1
Page 1 of 2
Carolina Water Service, Inc. of South Carolina
Recommended Capital Structure and Cost Rates
for Ratemaking Purposes
Estimated at December 31, 2017
Weighted Cost
Type Of Capital Ratios (1) Cost Rate Rate
Long-Term Debt 48.11% 6.60% (1) 3.18%
Common Equity 51.89% 10.45% - 10.95% (2) 5.42% - 5.68%
Total 100.00% 8.60% 8.86%

Notes:

(1) Company-Provided.
(2) From page 2 of this Schedule.
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Exhibit No. _ -
Schedule DWD-1 m
Page 2 of 2 9
X
Carolina Water Service, Inc. of South Carolina CZ>
Brief Summary of Common Equity Cost Rate 5
>
—
Iy
_<
L
Proxy Group of Eight M
Line No. Principal Methods Water Companies O
N
1. Discounted Cash Flow Model (DCF) (1) 8.64% g
M
2. Risk Premium Model (RPM) (2) 10.69% &>
[
o
3. Capital Asset Pricing Model (CAPM) (3) 10.51% <
N
o
Market Models Applied to Comparable Risk, Non-Price o
4, Regulated Companies (4) 12.06% &
-
5 Indicated Common Equity Cost Rate before Adjustment .g
' for Business Risks 10.45% 8
%
6. Size Risk Adjustment (5) 0.50% %
7. Indicated Common Equity Cost Rate 10.95% g
Q
)
8. Range of Common Equity Cost Rates 10.45% - 10.95% 3
S
N
N
©
Notes: (1) From Schedule DWD-3. o
(2) From page 1 of Schedule DWD-4. g
(3) From page 1 of Schedule DWD-5. '
(4) From page 1 of Schedule DWD-7. 5
(5) From Schedule DWD-8 &
&
S,
©
N



TALIZATION STATISTICS

AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL
SHORT-TERM DEBT

TOTAL CAPITAL EMPLOYED

INDIC AVERAGE CAPIT.
TOTAL DEBT
PREFERRED STOCK

CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY
TOTAL

BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM
PREFERRED STOCK
COMMON EQUITY
TOTAL

FINANCIAL STATISTICS

FI -
EARNINGS / PRICE RATIO
MARKET / AVERAGE BOOK RATIO
DIVIDEND YIELD
DIVIDEND PAYOUT RATIO

VERAGE BOOK Cl 0 UITY

TOTAL DEBT / EBITDA (3]
FUNDS FROM OPERATIONS / TOTAL DEB

TOTALD TO' CAPITAL

Exhibit No. __
Schedule DWD-2
Page 1 of 2
Proxy Group of Eight Water Companies
CAPITALIZATION AND FINANCIAL STATISTICS (1)
2012 - 2016, Inclusive
2016 2015 2014 2013 2012
(MILLIONS OF DOLLARS)
$2,399.854 $2,269.476 $2,156.407 $2,058.747 $1,998.358
$137.724 $95.003 $72.459 $95.589 $60.594
$2,537.578 $2,364.479 $2,228.866 $2,154.336 $2,058.952
473 % 4.89 % 501 % 519 % 536 %
542 % 542 % 530 % 551 % 553 %
5 YEAR
AVERAGE
46,13 % 46.25 % 45.71 % 46.24 % 49.32 % 46.73 %
0.12 0.12 0.13 0.16 0.18 0.14
5375 53.63 5416 53.60 50.50 53.13
100.00 % 100.00 % 100.00 % 100.00 % 10000 % 100,00 %
48.59 % 47.63 % 47.00 % 47.77 % 50.87 % 48,37 %
0.11 0.12 0.13 0.15 0.17 0.14
51,30 52.25 22,87 22,08 48.96 5149
10000 % 100,00 % 100.00 % 100.00 % 100.00 %  100.00 %
4.01 % 472 % 544 % 4.84 % 547 % 490 %
274.64 224.46 212.84 206.33 187.65 22118
217 2.66 2.76 2.88 3.17 2.73
55.72 56.71 52.46 58.35 60.42 56,73
10.83 % 1040 % 11.38 % 10.08 % 1012 % 10.56 %
363 X 364 X 340 X 3.65 X 383 X 363 X
22.17 % 24,05 %’ 2595 % 2285 % 20.86 % 23.18 %
48.59 % 47.63 % 47.00 % 47.77 % 50.87 % 48,37 %

each individual company in the group, and are based upon financial statements as originally reported in

each year.

and ending total debt or preferred stock reported to be outstanding,

(3) Total debt relative to EBITDA (Earnings before Interest, Income Taxes, Depreciation and Amortization).

(4) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and

investment tax credits, less total AFUDC) plus interest charges as a percentage of total debt.

Source of Information: Company Annual Forms 10-K

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results for

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of beginning
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American States Water Co,
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

American W ny In
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Aqua America Inc
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

California Water Service Group
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

icut W ice In
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Middlesex Water Co.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

W Cor
Long-Term Debt
Preferred Stock
Common Equity

Total Capital

York Water Co.
Long-Term Debt
Preferred Stock
Common Equity
Total Capital

Proxy Group of Eight Water Companies

Long-Term Debt

Preferred Stock

Common Equity
Total Capital

Source of Information
Annual Forms 10-K

_ m
Exhibit No. __ —
Schedule DWD-2 m
Page 2 of 2 9
Py
re B 1 Perman rth (@)
Proxy Gr f Ei anie =z
- Incl 5
>
5 YEAR =
2016 2015 2014 2013 2012  AVERAGE <
M
=
3940 % 4115 % 39.15 % 4030 % 4249 % 40.50 % m
0.00 0.00 0.00 0.00 0.00 0.00 ID
60.60 58.85 60.85 59.70 57.51 59.50 N
100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 % 2
(o]
M
5474 % 5389 9% 5270 % 5242 % 5430 % 53.61 % g
0.09 0.11 0.15 0.17 0.21 0.15 =
45.17 46.00 47.15 47.41 45.49 46.24 Q
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % <
N
(o))
5081 % 5076 % 4945 % 5032 % 5341 % 50.95 % g
0.00 0.00 0.00 0.01 0.01 0.00 N
49.19 49.24 50.55 49.67 46.58 49.05 v
100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 % <
1
()
4583 % 4469 %  40.46 % 42.03 % 5039 % 44.68 % %
0.00 0.00 0.00 0.00 0.00 0.00 wn
54.17 55.31 59.54 57.97 49.61 55.32 @)
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % !
S
(@)
46.02 % 4454 % 4591 % 4734 % 49.03 % 46.57 % g
0.18 0.19 0.20 0.20 0.21 0.20 '_:tt"
53.80 55.27 53.89 52.46 50.76 53.23 N
100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 % 3
N
N
3891 % 4044 % 4155 % 41.36 %  43.53 % 41.16 % %
0.67 0.69 0.71 0.88 1.02 0.79 1
60.42 58.87 57.74 57.76 55.45 58.05 E
100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 % »
1
Ay
50.69 % 50.03 % 51.66 % 51.09 % 5539 % 51.77 % «Q
0.00 0.00 0.00 0.00 0.00 0.00 ®
49.31 49.97 48.34 48.91 44.61 48.23 ﬁ
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 9h
(0]
N
4260 % 4446 % 4481 % 45.07 % 4598 % 44.58 %
0.00 0.00 0.00 0.00 0.00 0.00
57.40 55.54 55.19 54.93 54.02 55.42
100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
46.13 % 4625 % 4571 % 46.24 % 4932 % 46.73 %
0.12 0.12 0.13 0.16 0.18 0.14
53.75 53.63 54,16 53.60 50.50 53.13
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
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RECENT PE Tralling: 27.6 | RELATIVE 3 DIVD 0/ VALUE
AMER. STATES WATER nvse.ms [Mer 51.11 (o 26.9 Cietes 28 )Seimo 1,350 2,0% Iirerenl
mueess 3 et | 0| 28] 2] 201 1eal 18] je2 i) 230 27 w1] 93] 22 Target Price Range
SAFETY 2 Raised 7120/12 LEGENDS
TECHNICAL 2 Raised 928/ T o vy e Rt 80
Resed e « ««_Relalive Price Strength 60
BETA .80 (1.0 =Moarkel) 2-for-1 §p||l 3 = ™ N B ET T YT T 50
[~ 2020-22 PROJECTIONS. | “Bhored e indites recessi Y P B [T DL 0
) . Ann'l Total pd 4 W
Price  Gain  Return — [T I L 30
High 55 (+1o%¥ 4% - = —! 5
Low 40 (-20%) -3% T Il;ll : o = — 1 20
Insider Decisions T T ! i e - 15
DUFMAMJI I A e o e T ] . [ S [ Y
By 000000000 Lo 2astettens T ol P 10
Optors 2 31111 0 8 2 0 3 NS
wsel 132314324 o TOT. RETURN 87 |~
Institutional Decisions 5 Ts  vLARTH:
dMe fanM7 2001 ) s
By 102 e o i 1 N ty. BT tea
to Sell 87 89  B4|{iaded 8 K y. 730 35 [
HIds(0) 24607 29082 28356 5y 1506 889
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 | 2009 | 2010 | 2011 [2012 [2013 |2014 | 2015 [2016 | 2017 [2018 | ©VALUELINEPUB, LLC| 20-22
653 | 689 699| 681 703! 788 875| 9.1 974 | 1071 | 1142 | 1242 | 1219 | 1247 | 1256 | 11.82| 1240 | 12.65 [Revenues persh 15.95
1.26 1.27 1.04 1.1 1.32 145 1.65 1.69 170 21 213 | 248 | 265 267 281 270 | 285( 3.05|“Cash Flow" persh 3.85
67 67 38 53 .66 67 81 .78 81 1.1 112 14 1.61 1.57 160 162| 1.85| 1.85 |Earnings pershA 235
43 4 44 44 45 46 48 50 51 .52 55 64 .76 83 87 91 .98 [ 1.05 |Div'd Decl'd per sh Bs 1.35
1.59 1.34 188 251 212 1.85 145 228 | 209 212 213| 177 | 252 188 233 | 355 3.45| 3.15 [Cap'l Spending per sh 3.60
6.61 702 688) 751| 786| 832 877 87| 970 | 1013 | 10.84 | 1180 | 1272 | 1324 | 1277 | 1352 | 14.20 | 14.85 |Book Value persh 16.80
3024 | 30.36( 3042 3350| 3360 | 34.40| 3446 | 3460 | 37.06 | 37.26 | 37.70 | 38.53 | 3872 | 3820 | 36.50 | 36.57 | 36.70 | 36.80 |Common Shs Outst'q € | 37.00
16.7 183 319 232 219| 277 240| 226 212 15.7 154 | 143 172 201 246 | 256 | Beid fighres ars |Avg Ann'l P/E Ratio 21.0
.86 1.00 1.82 1231 117 1.50 1.27 1.36 141 1.00 97 H 97| 1.06 1.24 1.35 Value|Line Relative P/E Ratio 1.30
30% | 36%| 35% | 36% | 31% | 25% | 25% | 20% | 28% | 30% | 32% | 3% | 27% | 26% | 22% | 22% | M |ayg Ann'I Divd Yield 2.8%
CAPITAL STRUCTURE as of 6/30/17 3014 | 3187 | 3610 | 3988 | 4193 | 4669 ) 4721 | 4658 | 458.6 | 436.1 485 470 | Revenues ($mill) 590
Total Debt $365.3 mill. Due in 5 Yrs $41.7 mill. 80| 28| 205| #14| 420| 544 | 27| 614 605| 507| 620| 66.0 |Net Profit (mill) 87.0
LTDebts321.0mil. LT itorest sao0Mil ("6 | 978% | 36.0% | 432% [ 41.7% | 308% | 36.5% | 3845% | 364% | S68% | 96.5% | 3505 [Income Tax Rate 55.0%
(38% of Cap 8.5% | 6.9% | 3.2% | 5.8% | 20% | 25% .- == | 25% 5% | 1.5% [ 2.0% |AFUDC % to Net Profit 2.5%
Leases, Uncapltalized: Annual rentals $2.5 mill. 46.9% | 46.2% | 45.9% | 44.3% | 45.4% | 42.2% | 39.8% | 39.1% | 41.1% | 39.4% | 40.0% | 42.0% Long-Telm Debt Ratio 43.5%
Pension Assets-12/16 $150.9 mill. 53.1% | 53.8% [ 54.1% | 55.7% [ 54.6% | 57.8% [60.2% [60.9% | 58.9% | 60.6% | 60.0% | 58.0% {Common Equity Ratio 56.5%
Oblig. $180.4 mill 5694 | 577.0 | 665.0 | 6774 | 749.1 | 787.0 [ 8184 | 83268 | 7915 8153 | 870 | 935 {Total Capital {$mill) 1100
Pfd Stock None. 7764 | 8253 | 866.4 | 8550 | 8965 | 917.8 | 9815 [1003.5 | 10608 | 11509 | 1200 | 1250 |Net Plant ($mill) 1400
Common Stack 36,644,758 sh. 6.7% | 64% | 59% | 78% | 71% | 83% | 89% | 86% | 9.0% | 86% | &.5% | 8.5% |RetumonTotalCapl | 9.0%
as of 7131117 0.3% | 86% | 82% | 11.0% | 10.3% | 11.9% | 127% [ 12.0% | 13.0% | 12.1% | 12.0% | 12.0% (Return on Shr. Equity 14.0%
93% | 86% | 82% | 11.0% | 10.3% | 11.0% | 12.7% | 12.0% | 13.0% | 12.1% | 12.0% | 12.0% |Return on Com Equity 14.0%
MARKET CAP: §1.9 billion (Mid Cap) 39% | 3% | 32% | 58% | 53% | 66% | 68% | 57% | 60% | 53% | 50% | 5.5% |RetainedtoComEq 6.0%
CUI}I}ELILT POSITION 2015 2016 &/30M7 58% | 64% | B1% | 47% | 49% | 45% | 47% | 83% 54% | 56% | 58% | 58% |All Div'ds to Net Prof 57%
Cash Assets 4.4 4 2.1 | BUSINESS: American States Water Co. operates as a holding Lake and in areas of San Bemnardino County. Sold Chaparral City
Accts Receivable 189 200 253 | company. Through its principal subsidiary, Golden State Water Water of Arizona (6/11). Has 736 employees. BlackRock, Inc. owns
Other 1094 1465 1221 Company, it supplies water to 261,002 customers in 75 cities and 11.7% of out. shares; Vanguard, 9.5%;; off. & dir. 1.5%. (4/17
Current Assets 132.7° 1669  149.5 | 45 coynties. Service areas include the greater metropolitan areas of  Proxy). Chairman: Lloyd Ross, President & Chief Executive Officer;
e e 598 837 4521 Los Angsles and Orange Counties. The company also provides Robert J. Sprowls. Inc: CA. Address: 630 East Foothil Bivd., San
Other 446 439 51.0 | electric utility services to 23,940 custamers in the city of Big Bear Dimas, CA 91773, Tel: 909-394-3600, Interet; www.aswater.com.
Current Liab. 1235 1779 1405| American States Water was forced to regulated, ASUS's return on equity is not
ANNUAL RATES Past Past Estd’14-16| divest an operation for a profit. The limited, however, the business also carries
ofchange{persh) 10Yrs, ~ §Yis. 0202 | water utility's California-based Golden more risk.
iy LA 25% 30%  25% | States Water subsidiary sold its Ojai Overall, earnings and _dividend
Earnings 100% 95% 65% | Water Systemn this summer to the growth prospects are good. Due mostly
Dividends 70% 105%  7.5% | municipal district of Casitas for $34.3 mil- to the aforementioned sale of assets, we
Book Value 55% S0% 40% | ljon, Ultimately, the company didn’'t have have raised our 2017 share-earning’s es-
Cal- QUARTERLY REVENUES {$ mill.) Full | a choice, as Casitas was using eminent timate for the company $0.15, to $1.85.
endar |Mar.31 Jun, 30 Sep.30 Dec.31| Year | domain to acquire the assets. In any case, This rcpresents a hefty 14% ycar-over-
2014 (1020 1156 1383 109.9 | 4658 the sale resulted in a second-quarter year gain. In 2018, we think that the com-
2015 (1009 1146 1330 1101 | 4586 pretax gain of $8.3 million, or about $0.13 pany will manage to post the same strong
2016 | 935 1120 1238 1068 | 43611 a share. share earnings as the nonregulated sector
017 | 988 M32 140 113 | 465 | The nonutility sector is performing contribution to the bottam line rises.
218 | 102 118 135 115 | 470 | el Responsible for about 20% of the We think both short- and long-term
Cal- EARNINGS PER SHARE A Full | company's normalized profits, the ASUS investors can find better alternatives
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | subsidiary provides water services to U.S. elsewhere. Shares of AWR have been on
24 | 28 39 B4 36 | 157| military installations. The government is a nice run of late. Historically, water utili-
M5 | 32 4 56 31| 160f in the midst of privatizing the water sys- ty stocks have been defensive income plays
2016 | 28 4 59 30 | 162 {ems on many domestic bases. Earlier t}{is because of their low volatility, high divi-
17 | 34 82 .89 30| 185| year ASUS snagged a 50-year contract dend yields, and good dividend growth
2018 | 39 48 60 38 | 1.85) Syieh the Elgin Air Force Base that is ex- prospects. Al its recenl price, AWR's 2.0%
Cal- | QUARTERLYDMDENDSPAIDBs | Full | pected to generate $510 million in reve- yield is only on par with the Value Line
endar |Mar31 Jun.30 Sep.30 Dec.31| Year| nyes. On October 2nd, the company an- median. In our opinion, most of the good
2013 | 4775 1775 2025 2025| .76 | nounced that it was awarded another 50- ncws assaciated with the stock appears to
2014 | 2026 2025 213 213 83! year contract worth $601 million to service be reflected in the recent price. Hence, this
2015 | 213 213 224 24 871 Ft. Riley in Kansas. We expect the com- neutrally ranked equily has subpar total
2016 | 224 24 24 242 | 91| pany to continue to win a fair share of this return prospects through 2020-2022.
017 | 242 242 255 business. Since these operations are un- James A. Flood October 13, 2017

{A) Primary earnings. Excludes nonrecurring | {B) Dividends historically paid in early March, | {C) in millions, adjusted for split.

gains/(losses). ‘D4, 7¢; '05, 13¢; '06, 3¢; '08, [ June, September, and December, = Div'd rein-
(14¢); '10, (23¢); '11, 10¢. Next earnings report | vestment plan available.
due mid-November.

© 2017 Value Line, Inc. Al rights reserved. Factual material is obtained from sources believed to bc reliable and is provided without warranties of an 3
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN, Tis publcaon i ity for subscrber' own, no-commercal, nema use. o part To subscribe call 1-800-VALUELINE
of it may be rcproduced, resold, stored or transmitted in any prinied, electronic or other form, or uses

for generaling or marketing any printed or electronic publication, service or product.
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RECENT PE Trailing: 30.8 Y| RELATIVE DVD 0/
AMERICAN WATER wyseame [ 81.75 i 27.7 Gelmit)ieums 139700 21% Nl
TMELINESS 3 Lo sna | Lo | fos| Too| 3| B3| 85| So| 87 Bi| 83| W3 Sug inse Range
SAFETY 3 Newriosie L[EGENDS
= 0.85 x Dividends p sh 128
TECHNICAL 2 Raised 101317 g'VldPsd Interes! Rate
- Relalive Price Sirength %
BETA .65 (1.00 = Market) Options: Yes X R Ly IS SENNERES balslulnlek nlsluleks 80
—2020-22 PROJECTIONS | haded area indicates recessllan o 11- ---------- £
. Annl Total i N o™ S ®
Hoh 80 (+10%%) % i pit
e 8 G 3% \ M{ oI R
Insider Decisions 3 = o 2
DJFMAMUJJA { " Mylpyygrrerme o o e
e DosBol bl = JTEI'LIF'I. P B S TS 18
Optiors © 09 307001 A R W L 12
WSl G 01202001 7 % TOT. RETURN /17
Institutional Decisions i | | s}ggx vt&m&u
a0 Q0 20N ] -
ey e m e =T T o F
{00} 145668 160388 158865 | "~ p IIIIIIIIIIIIIIIIIIIIIIIIII'III]IIIﬂIIﬂIIIIIIIIIIIIIIIIIIIIIIII Sy 1480 888
2001 | 2002 | 2003 | 2004 | 2005 | 2006 2007 | 2008 [ 2009 | 2010 | 2011 2012 2013 [2014 {2015 | 2016 | 2017 | 2018 | ©VALUE LINE PUB, LLC| 20-22
- -- - -- --| 13.08| 1384 | 1461 ) 1398 1549 | 1518 | 1625 | 1628 | 16.78 | 17.72| 18.54 | 19.25 | 20.70 [Revenues persh 23,05
-- - -- .. -- 65| d47| 287 | 289 36| 37| 427] 436 475 513( 826 560 615 “Cash Flow” persh 745
- -- -- -- == dO7| d214| 1.40| 125( 183 | 172 211 | 206] 239 264 262 285| 3.25|Eamingspersh A 415
-- -- -- -- - -- -- A0 .82 .86 80 12 B840 1.2 133} 147 1.62| 1.76 |Div'd Decl'd persh Bx 2.35
.- .- .- -- --| 431 474 631| 450 | 438 | 527 525| 550| 533 | 651| 736] 6.75| 6.70|Cap’l Spending per sh 6.40
- -- -- - --| 2386 2839 | 2564 | 2291 | 2359 | 2411 [ 2511 | 26.52 | 2739 | 28.25| 29.24 | 30.80 | 32.40 |Book Value per sh © 39.45
- -- -- - -- | 160.00 | 160.00 | 160.00 | 174.63 | 175.00 | 17566 | 176.09 | 178.25 | 17946 | 1/8.28 | 176,10 | 178.50 | 179.00 |Common Shs Outst'q © | 187.50
- - - . - - --1 189 156| 146 168 | 16.7| 188 | 200 ( 205| 27.7 | Boidrigyres are |Avg Ann't PIE Ratio 18.0
- .- - .- -- . - 1.14 1.04 .93 1.05 1.06 1.42 1.05 1.03 1.46 Valus|Line Relative P/E Ratio 115
.- .- . - N . | 19% | 429 | 38% | 34% | 34% | 20% | 25% | 25%| 20% | M |ayg Ann'i Divd Yield 34%
CAPITAL STRUCTURE as of 6/30/17 22142 | 2336.9 | 2440.7 | 2710.7 | 2666.2 | 2676.9 | 2901.9 | 3011.3 | 3159.0 | 3302.0 | 3440 | 3600 [Revenues ($mill} 4325
Total Debt $7453.0 mil. Due in § Yrs $1698.0mil. | 43423 | 187.2 | 2089 | 2678 | 304.9 | 3743 | 3603 | 4208 | 476.0| 468.0 50| 580 |Net Profit ($mill) 780
LT Dobt 5660.0mi LT Inkurest 8300.0 mi. - | 374% | 37.9% | 404% | 30.5% | 40.7% | 30.1% | 38.4% | 30.1% | 39.2% | 41.0% | 38.0% |Income Tax Rafe 36.5%
(6136 of Cap) oo e o] el -l B2 | 5A% | - | 54%| 14%| 20% | 2.5% |AFUDC %toNetProfit | 3.5%
Leases, Uncapltalized: Annual rentals $14.0 mill. 50.9% | 53.1% | 56.9% | 56.8% | 55.7% | 53.8% | 52.4% | 52.4% | 53.7% | 524% | 53.5% | 55.0% Long-Term Debt Ratio 54.0%
Pension Assets 12/16 $1443.0 mill 49.1% | 46.9% | 43.1% | 43.2% | 44.2% | 46.1% | 47.8% | 474% | 46.2% | 47.5% | 46.5% | 45.0% {Common Equity Ratio 46.0%
. Oblig. $1864.0 mill. 92457 | 87502 | 9280,0 | 9561.3 | 9580.3 | 9635.5 | 9940.7 | 10364 | 10911 | 10867 | 11600 | 12850 |Total Capital {Smill) 16000
Pfd Stock $9.0mill.  Pfd Div'd .5 mill 93180 | 99918 | 10524 | 11058 | 11021 | 11738 | 12391 | 12000 | 13933 | 14982 | 15675 | 16400 Net Plant ($mill 16000
Common Stock 178,282,328 shs. NMF | 3.7% | 38% | 44% | 48% | 64% | 51% | 55% | 57%| 56% | 6.0% | 6.0% |RetumonTotalCapl | 65%
as of 7127117 NMF | 46% | 52% | 65% | 72% | 84% | 7.8% | 8.7% | 94% | 90% | 9.5% | 10.0% |Return on Shr. Equity 10.5%
NMF | 46% | 52% | 65% | 7.2% | B4% | 7.8% | B.7% | 94% | 9.0% | 9.5% | 10.0% |Return on Com Equity 10.5%
NMF | 30% | 1.8% | 28% | 3.5% | 3.6% | 47% | 43% | 47% | 40% | 4.5% | 4.5% |Retainedto Com Eq 4.5%
MARKET CAR:($14:6blow (L-avge (C3p) .| 3% | 65% | 6% | 52% | 5% | 40% | S0% | 0% | 56% | 57% | 55% |ANDividstoNetProf | 57%
CURIME&E FESIONS 218 a1 S BUSINESS: American Water Works Company, Inc. is the largest New Jersey is its largest market accounting for 25.4% of regulated
Cash Assets 450 75.0 64,0 | investor-owned water and wastewater utility in the U.S., providing revenues. Has 6,800 employees. The Vanguard Group, owns 9.6%
's":#s Receivable gg?g iﬁg-g iggg services to over 15 million people in over 47 states and Canada. of outstanding shares; BlackRock, Inc., 8.2%: officers & directors,
Curgm Assets 'ﬁﬁ 75 4'0 808.0 (Reg_u_late_d_ presence__in 16 stales.) Nonregul_aled business assists less_than 1.0%. (317 Proxy). President & CEQ: Susan N. Story.
Accts Payable 126:0 15 4:0 13 4:0 municipalities and military Pases with the maintenance and upkeep Chair.: George MacKenzie. Address: 1025 Laurel Oak Road, Voor-
8?#' Due gggg 1 g%gg 1 9238 as well. Regulated operations made up 86.5% of 2016 revenues. hees, NJ 08043, Tel.: 856-346-8200. Intemet, www.amwater.com.
i s w2 222 | A court has granted preliminary ap- ginia settlement (we have taken it out of
Ut s, ) proval to a sgttlemenf in a legg sul;t %his year's fourth quarter), we estimate
ANNUALRATES Past  Past Estd’14-'16| against American Water Works. In that American Water’s share earnings will
ofchange fpersh) 0% 8113, ©202 | January of 2014, the wholly owned West rise 9% over 2016's mediocre figure.
“Cash Flow” 230% 85% 65% | Virginia-based subsidiary of the water What's more, with the company earning a
Eamings -- 11.0% 85% | utility was sued over the Freedom In- return on more assets and demand for the
B == 90%  10.0% | qystrics chemical spill into the Elk River. military expected to pick up (there are
ook Value 1.5%  4.0% 5.5% A 8 . 13 . 4 .
ccording to the proposed deal, American several military bases seeking bids to pri-
Cal- | QUARTERLYREVENUES{Smil) | Full | Water would have 1o pay approximately vatize their water systems), sharc carn-
endar |Mar31 Jun. 30 Sep.30 Dec.31| Year | $126 million to resolve ail claims against ings can probably climb a hefty 14% in
2014 | 6790 7548 8461 7314) 0113 it. Net of insurance proceeds, management 2018. The company's continued sirategy of
2015 | 6980 7820 8960 783.0) 31590 pelieves that the final aftertax hit to earn- making many small acquisitions and using
2016 | 7430 B27.0 9300 8020 33020 jngs will be about $26 million, or $0.14 a economies of scale to make the operations
;g}; ;;2'0 gggo 1:23 ggg ;gg share. more efficient will also play a major part.
The bottom line has also been hurt by The long-term outlook for dividend
Cal- EARNINGS PER SHARE A Ful [ a couple of other factors. A recent rul- growth is excellent. We think that the
endar |Mar.31 Jun. 30 Sep.30 Dec.31] Year | ji5 in the state of New York, which indi- annual payout can rise 10% over the next
2014 | 39 B2 8 52 | 239| cated that water utilities do not qualify for 3- to 5-year period. This is the highest of
2015 | 44 6B 9% 56 | 264| {he manufacturer tax break, resulied in a any member of this group.
gg}g gg % 133 g; %gﬁ one-time noncash charge of around $7 mil- These shares do not hold any great
me | 52 83 T8 71| 325 lion in the second quarter. Also, during the appeal at this time, however. Despite
: : : : “—~| same period, operating income from the being the largest and possibly best-run
Cal- | QUARTERLYDVIDENDSPAIDE= | Full | company's nonutility business declined publicly owned water utility in the coun-
endar |Mar3! Jun30 Sep.30 Dec.3t| Year| 3094’ (ye largely to reduced capital spend- try, the premium demanded by the market
2014 | 28 31 31 31 [ 121} ing at U.S. military bases. for this group of stocks seems excessive, in
2016 | 31 34 34 34 | 1331 Still, on the whole, the utility’s earn- our opinion. Hence, investors can probably
2016 | .34 375 375 375 | 147| ing prospects are relatively bright. do better elsewhere.
W7 375 415 415 Even with the penalty from the West Vir- James A. Flood October 13, 2017

A} Diluted eamings. Excludes nonrecurring | 2014.

Next eamings report due mid-November. | ment available. {C) I,ré rrl\illions. (D) Includes in-
0/17:

osses: '08, $4.62; '09, $2.63; '11, $0.07. Dis- | Quarterly eamings do not sum in '16 due to | tangibles, On

continued operations: 'D6, ($0.04); '11, $0.03; | rounding. (B) Dividends paid in March, June, | $7.70/share. (E) Pro forma numbers for '06 &

"2, ($0.10); '13,($0.01). GAAP used as of | September, and December, m Div. reinvest- |07,

© 2017 Value Line, Inc. All rights reserved, Faclual material is obtained from sources believed lo be reliable and is provided withoul warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publicati i
of it may be reproduced, resold, stored or transmited in any prinled, electronic o other form, or used for generating or marketing any primed or electronic publicatian, service or product,
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2001 | 2002 | 2003 | 2004 | 2005

12 12013 |2014

Exhibit No. _
Schedule DWD-3
Page 4 of 8
RECENT PIE Tralling: 25.8 Y| RELATIVE 1 DVD 2 (y
AQUA AMER'CA NYSE-WTR e 93,71 (rano 243 (ied 320 ) Perane 1,210 2.5%
High:| 23.8| 21.3] 17.6] 17.2| 184| 190] 215] 281 28.2| 31.1] 358 347 i
TMELNESS 3 Lowragosns | Mok 2381 213) 1761 1721 184] 1901 221 1) B2 | o8| %I '%rggt ;B';: Rzagg;
SAFETY 2 Rased4?012 | LEGENDS _
—— 1,60 x Dividends p sh 80
TECHNICAL T Raised 100317 dvided by Iteres Rate
-+« Relative Price Strength N 50
BETA .70 (1.00 = Market} 4-for-3 splil 1205 == 5014 < 20
T 2020-22 PROJECTIONS | yoiad SRt 913 1 ¢ i SR B T TS LT 50
) . Ann'l Total | Shaded area indicates recession I el | [eeeeadanaa-
High +35 rirbhrresspltitinn
v 33 Q8% " A = 20
Insider Decisions LSS ST N s JRLL il L 15
DJFMAMSIJIJA _ ..---..,ﬁ:. 1) |1!n|,| wrTi .
By 0000DO000CO00O0 T Tiiacry " —_— B 2 eppa’s RO 10
Optons 0 76 770170 i L SR DRy L PO S DRy s
S~ 040 0 40 Os0=2xl00 % TOT. RETURN 97 | "
Institutional Decisions s{"géu u.q‘\gl&u:
Qs AT 207 | percent
toBuy 182 179 172 ghares lyr. 118 164 [C
to Sel 171 180 155 LT ayr 518 315 |
Hifsoo_88508 103594 104564 | 1o0%° T Syr 898 8BS
2011 |20

2015|2016 | 2017 [2018 | ©VALUELINE PUB. LLC| 20-22

216 228f 238| 278 3.08
69 .76 a7 87 87
4 43 48 51 57
24 26 28 29 32

410 | 432 | 432 | 4%
145 151 182 | 189
.83 87 116 120
50 54 .58 83

461| 462 | 465| 4.95 |Revenues persh 6.05
187 207 215 2.25 | “Cash Flow” per sh 275
114 | 132) 1.36| 1.45 (Earnings persh A 1.85

89 .74 .80 .85 | Div'd Decl'd per sh Ba 1.15

87 9% 106 123 147

10 798 17| 18

207 2146| 255 245 |Cap'l Spending per sh 225

332 340| 427| 47| so4| 557| 585| 626| 650| emt| 721| 70| se3| e27| o78| 1043| 1990 | 11.75 |Book Value persh 1485
14247 | 14149 | 15437 | 168,87 | 16121 | 16541 | 186.75 | 169.21 | 77061 | 17246 | 173.60 | 17543 [ 177.93 | 17858 | T76.54 | 177.38 | 178:60 | 778,50 |Common Shs Outs¥g | 780,00
BE| 26| 45| BI| 58] HT| 20| 28| BA| ZA| 3| 28] 22| 8| 25| 239 | Boid fighres are [Avg AnnTPIE Relic i)

120 120| 140 133| 169 1.87| 170| 150 154 | 134[ 134| 139 19| 109| 1.48| 126| Vaweltine |Relative PIE Ratio 1.30
25% | 25% | 25% | 23% | 18% | 18% | 21% | 28% | 31% | 34% | 28% | 28% | 24% | 25% | 26% | 23% | “*9M* | avg Annl Divid Yield 29%
CAPITAL STRUCTURE as of 6/30117 B02.5 | 627.0 | 670.5| 7264 | 7120 | 757.8 | 7686 | 779.9 | 8142 | 819.9| 830 880 [Revenues ($mill 1085
Total Debt $2093.6 mill. Duein5Yrs $430.5mil. | 950 | 7.0 | 1044 | 1240 | 1448 | 1531 2050 | 2139 | 2018 [ 2342 | 245| 260 |Net Profit (Smil) 335
LT Debt $1882.6 mill. '-T'“‘g';ﬁ,/:‘ofg-”,;““'- 38.9% | 39.7% | 30.4% | 30.2% | 32.9% | 39.0% | 10.0% | 10.5% | 6.9% | 8.2% | 9.0% | 9.0% |Income Tax Rate 10.0%
( ol | e el el ee | e | % | 24% | 3% | 38% | 3.5% | 3.0% |AFUDC %toNetProfit | 3.5%

Pension Assets-12/16 $242.4 mill. 55.4% | 54.1% | 55.6% | 56.6% | 52.7% | 52.7% | 48.9% | 48.5% | 50.3% | 48.4% | 47.0% | 49.0% |Long-Term Debt Ratio | 51.0%
Oblig. $308.2 mill. | 44.6% | 45.6% | 44.4% | 43.4% | 47.3% | 47.3% | 51.1% | 51.5% | 40.7% | 51.6% | 53.0% | 51.0% [Common Equity Ratio | 49.0%

Pfd Stock None 21914 | 23066 | 24955 | 27062 | 2646.8 | 29297 | 3003.6 | 3216.0 | 3460.5 | 3587.7 | 3735 | 4100 |Total Capital ($mill) 5500
f:(."f";;’z""f#“"177'651-543 shares 2792.8 | 20974 | 3227.3 | 34693 | 36129 | 39362 | 41673 | 4402.0 | 4688.9 | 5001.6 | 5080 | 5275 |Net Plant ($mill) 5300
59% | 5.7% | 56% | 59% | 69% | 6.6% | 80% | 7.8% | 6.0% | 7.6% | 7.5% | 7.5% |Retum on Total Cap'l 7.5%

97% | 9.3% | 94% | 106% | 11.6% | 11.0% | 134% | 12.8% | 11.7% | 12.7% | 12.5% | 12.5% |Retum on Shr.Equity | 12.5%

MARKET CAP: $6.0 billion {Large Cap) 9.7% | 9.3% | 94% | 108% | 11.6% | 11.0% | 134% | 12.0% | 11.7% | 12.7% | 12.5% | 12.5% |Retum on Com Equity | 12.5%

32% | 28% | 27% | 3.7% | 46% | 43% | 7% | 6%
67% | 70% | 72% ( 65% | 60% | 61% | 50% | 52%

47% | 58% | 55% | 5.0% |Retained to Com Eq 4.5%
60% | 6% | 58% | 5§9% |All Div'ds to Net Prof 62%

BUSINESS: Aqua America, Inc. is the holding company for water
and wastewater utilifies that serve approximately three million resi-
dents in Pennsylvania, Ohio, North Carolina, llinois, Texas, New
Jersey, Florida, Indiana, and five other states. Has 1,551 employ-
ees, Acquired AquaSource, 7/13; North Maine Utilities, 7/15; and
others. Water supply revenues '2016: residential, 59%; commercial,

16%; industrial, wastewater & other, 25%. Off. & dir. own less than
1% of the common stock; Vangurad Group, 8.9%; Blackrock, Inc,
8.1%; State Street Capital, 6.0% (3/17 Proxy). President & Chief
Executive Officer: Christopher Franklin. Incorporated: Pennsylva-
nia. Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylva-
nia 19010. Tel.: 610-525-1400. Infernet; www.aquaamerica.com,

CURRENT POSITION 2015 2016  6/30N17
{SMILL.)
Cash Assets 3.2 3.7 7.8
Receivables 99.1 974 98.9
Inventory (AvgCst) 12.4 13.0 16.8
Other 13.7 14.6 14.6
Current Assets 1284 1287 1381
Accts Payable 56.5 59.9 46.4
Debt Due 523 1572 2210
Other 84.4 844 65.1
Current Liab, 193.2 3015 3325
ANNUAL RATES Past Past Est'd’14-'16
of change (persh) 10 Yrs. SYrs., fo'20-22
Revenues 4.0% 2.0% 5.0%
“Cash Flow” 7.5% 7.0% 6.0%
Earnings 8.5% 11.0% 7.0%
Dividends 8O0% 8.0% 9.0%
Book Value 70% 7.5% 6.5%

Cal- | QUARTERLY REVENUES ($ mill) Full
endar |Mar31 Jun.30 Sep.30 Dec.31| Year

2014 (1827 1953 2105 191.4 | 7799
2015 (1903 2068 2210 1971 | 8142
2016 (1926 2039 2266 196.8 | 819.9
2017 (1878 2034 2338 205 | 830

2018 |200 220 245 215 | 880

Cal EARNINGS PER SHARE A Full
endar |Mar31 Jun.30 Sep.30 Dec.31| Year

2014 24 31 38 27 | 120
2015 27 32 .38 A7 | 114
2016 29 34 41 28 1 132
2017 28 34 A3 31 | 136
2018 i 36 47 3| 14

Cak- | QUARTERLYDIVIDENDSPADE= | Fy
endar | Mar,31 Jun.30 Sep.30 Dec.31| Year

2013 | .14 14 JA52 152 .58
2014 | 152 152 166  .165 63
2015 | 165 165 178 178 69
2016 | 178 478 1913 1913 | .74
2017 | 1913 1913 206

A large percentage of Aqua America’s
future growth will likely come via ac-
quisitions. Similar to other large publicly
traded water utilities, Aqua has been a
continual buyer of small local water dis-
tricts. Indeed, most of the 100,000-plus
water systems in the U.S. do not have the
financial wherewithal to replace their
aging infrastructures. By constantly pur-
chasing these types of entities, Aqua can
gradually increase its customer base.
Morcover, since actual synergies do result
from mergers in this industry, the new as-
sels can be operaled more eflficiently.
There’s always something happening
on the regulatory front. The company
has received rate relief in Indiana, New
Jersey, North Carolina, Ohio and Pennsyl-
vania. Other rate cases are pending in Vir-
ginia and Illinois. Aqua has good rela-
tionships with its regulators, so we are not
expecting any major negative surprises.
Dividends should increase at a
healthy rate for the foreseeable fu-
ture. Last quarter, the payout was hiked
by 7%. This is less than the company's
five- and 10-year historical average of 8%.
Nevertheless, we think Aqua’s strong cash

generation should enable its payouts to
rise 8%-10% annually through 2020-2022.
Capital outlays are large but manage-
able. Aqua increased this year’s capital
expenditure budget to approximately $450
million. The majority of funds will be allo-
cated to repair, maintain, and replace aged
pipelines and equipment. We don't expect
this figure to change much in 2018. In
2019, though, we think outlays should
decline to the $300 million-$325 million
range. Of the nine members included in
the water group, Aqua is only one of two
that rates a Financial Strength rating of
at least an A. While the balance sheet may
be more leveraged over the next couple of
years, it should remain relatively healthy.
The stock has a high yield for a water
utility. WTR is yielding 2.5%, or about 50
basis points more than its peers. This is
unusual considering the equity’s strong
projected dividend growth. As a result,
even though we still think shares of water
utilities arc currently trading at too high a
premium, WTR is probably the best selec-
tion for those investors who musi own a
stock in this industry.

James A. Flood October 13, 2017

{A) Diluted egs. Excl. nonrec. gains: ‘01, 2¢;
‘02, 4¢; '03, 3¢; '12, 18¢. Excl. gain from disc.
operations: '12, 7¢; '13, 9¢; '14, 11¢. May not

mid-November.
{B) Dividends histerically paid in early March,
June, Sept. & Dec. m Div'd. reinvestment plan

sum due to rounding. Next eamings report due | available {5% discount).

% 2017 Value Line, Inc. Al rights reserved. Factual material is oblained from sowces helieved to be reliable and is provided without warranties of any kind. o
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This pubiceton s sl o subscrber's o, noncommercial itemal use. o par To subscribe call 1-800-VALUELINE
of it may be reproduced, resold, stored or transmitied in any printed, electronic or other form, or use

(C) In millions, adjusted for stock splits.
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LI RECENT 39 65 PIE 28 3(Tvallmg 33.0 Y| RELATIVE 1 41 DIVD 1 8|y
NYSE-CWT PRICE ' RATI0 £0).wJ) \ Median: 20.0 /| PIE RATIO D /0
TMELNESs 2 rassny | DOY| 23] 7| BY 7| 18] 67 28| B4| 3| %8| 23| 23 Target Price Range
SAFETY 3 Lowrd7zi | LEGENDS
== 1,33 x Dividends p sh 64
TECHNICAL 2 Lowered 1011317 i S IRA
«++» Relative Price Strength e L] 000l 0 Jeeeccmdavaas 48
BETA .80 (1.00 = Market} 2-for-1 split 6/T1 ofors "~I . 40
[~ 2020-22 PROJECTIONS | °£)',;".}:J:,:a p o — pa = L L 32
Ann’l Total : . ™ g 24
iah Prl”lge (+Gzaslr‘\% Regl;zn 1 . ke T PSRTILL i b TN 20
w30 G3% 8wt —t .."..{ e 16
Insider Decnsuons . o 12
DJFMAMUJJA i i i e Lo sesapertasme .
wBy 111111111 ‘ et —
Optns 0 0 022 0 0 6 0 0 j - | 6
pid 000101100 ' % TOT. RETURN 9/17
Institutional Decisions | i | mlcsx VL.?;I&H.'
@M BT M | percent 18 ettt s
oty 7wl i oW M E
Hosbon, 34200 sses seazy | "0 © Sy, 1345 889 |
2001 [ 2002 | 2003 | 2004 | 2005 | 2006 | 2007 [ 2008 | 2009 | 2010 (2011 2012 [2013 |2014 |2015 | 2016 | 2017 [2018 | ©VALUELINE PUB.LLC] 20-22
813| 867 818 859 872| 810( 888 980| 1082 | 11.05| 1200 | 13.34 | 1223 | 1250 | 1229 | 1270 | 1345 13.90 |Revenues persh 14.70
1.10 1.32 1.26 142 1.52 1.36 156 | 1.88 1.93 193 ( 2077 232| 22 247 222 | 234| 265 2.80|“Cash Flow" persh 315
A7 63 .61 73 74 67 75 95 .98 8 .86 1.02 1.02 1.19 .94 1.01 1.35| 1.45 |Eamings persh A 1.75
.56 .56 .56 57 57 .58 .58 .59 .59 60 .62 63 64 .65 67 69 12 .75 | Div’d Decl'd per shBm .99
204 291 219 187 201 244 184 241 2661 297 283 304 258 | 276 368 | 477| 3.85| 3.65|Cap'lSpending per sh 3.65
648| 656| 722| 783| 780| 19.07 925| 872 | 1013 | 1045 | 10.76 | 11.28 | 12.64 | 1311 [ 1341 | 13.75 | 14.20 | 14.45 Book Value persh ¢ 16.00
3036 | 3036 | 33.86| 36.73| 3678 | 4131 4133 4145 4153 | 41.67 | 4182 | 4198 | 47.74 | 47.81 | 47.88 | 47.97 | 48.25| 48.50 |Common Shs Outst'g O | 50.00
211 198 221 20.1 249] 292]| 2841 18.8 197 203 213 178 | 201 18.7 248 | 298 | Boid fighres are |Avg Ann’l P/E Ratio 230
1.39 1.08 1.26 1.06 133 1.58 1.39 118 1.3 1.28 1.34 1.14 113 1.04 1.25 1.56 ValusiLine Relatlve P/E Ratio 145
44% | 45% | 42% | 3.9% | 3.4% | 29% | 30% | 34% | 34% | 32% | 34% | 35% | 34% | 28% | 20% | 23% | "™ |ayg Ann'l Divid Yield 2.5%
CAPITAL STRUCTURE as of 6/30/17 3671 | 4103 | 4494 | 4604 | 501.8 | 5600 | 584.1 | 5975 | 588.3 | 609.4 650 675 [Revenues {$mill) E 735
Total Debt $746.1 mill. Due in § Yrs $174.0 mill. 312 | 398| 408 | 377 361 | 426 | 473 | 567 | 450 48.7| 650| 70.0 [Net Profit ($mill) 88.0
LT Debt $519.8mill. LT """&j‘,,fi?-g;“!:‘- 30.0% | 37.7% | 403% | 30.5% | 40.5% | 37.5% | 303% | 33.0% | 36.0% | 355% | 35.0% | 35.0% |Income Tax Rate 35.0%
’ P B3% | 86% | 76% | 42% | 7.6% | 80% | 43% | 27% | 43% | 6.1% | 5.0% | 50% |AFUDC % to Net Profit 5.0%
Pension Assets-12/18 $376.5 mill. 42.0% | 416% | 47.1% | 52.4% | 51.7% | 47.85% | 41.6% | 40.1% | 44.4% | 44.6% | 45.0% | 45.0% |Long-Term Debt Ratio 43.0%
Oblig. $564.8 mill. 56.6% | 58.4% | 62.9% [ 47.6% | 48.3% | 62.2% | 58.4% | 59.9% | 55.6% | 55.4% | 55.0% | 55.0% |Common Equily Ratio 57.0%
Pfd Stock None 6749 | 6904 | 7949 | 9147 | 9315 | 9082 [ 1024.9 [ 10459 | 1154.4 [ 11912 | 1250 | 1275 |Total Capital ($mill) 1400
1010.2 | 11124 | 1188.1 [ 1294.3 | 1381.1 | 1457.1 | 1515.8 | 15904 | 1701.8 | 1859.3 | 1900 | 1930 |Net Plant {$mill) 2000
Common Stock 45,018,000 shs. 59% | 1% | 65% | 55% | 55% | 63% | 60% | 63% | 52% | 55% | G.5% | 6.5% [RetumonTotalCapl | 7.%
BA% | 9.9% | 96% | 8.6% | 8.0% | 9.0% | 7.9% | 91% { 70% | 74% | 98.5% | 10.0% |Return on Shr. Equity 11.0%
BA% | 9.9% | 96% | 86% | B0% | 9.0% | 7.9% | 91% | 7.0% | 74% | 9.5% | 10.0% |Return on Com Equity 11.0%
MARKET CAP: $1.9 billion {Mid Cap) 18% | 38% | 38% | 3.0% | 23% | 34% | 34% | 41% | 20% | 24% | 45% | 5.0% |Retained to Com Eq 5.0%
CU%ELBII-TPOSNON 2015 2016 6/30M7 | 77% | 61% | 60% | 66% | 71% | 62% | 56% | 55% % | 68% | 53% | 52% [All Div'ds to Net Prof 56%
Cash Assets 8.8 255 29.1 | BUSINESS: California Water Service Group provides regulated and  quired Rio Grande Corp; West Hawaii Utilities (9/08). Revenue
Other 118.8 _116.6 _141.5 | nonregulated water service to 482,400 customers in 100 com- breakdown, '{6: residential, 725 business, 20%; industrial, 4%;
Current Assets 1278 1421  170.6 | munities in the state of Califoria. Accounts for over 94% of total public authorities, 3% other 1%. Off. and dir. own 1% of common
Accls Payable 664 778  B4.2 | cystomers. Also operates in Washington, New Mexico, and Hawaii.  stock (4/17 proxy). Has 1,163 employees. Pres. and CEO: Martin
&e#;rDue 3?:5 1%3? zggé Ma[n service areas: San F!ancisco Bay area, Sacramento Valley, A. Kropelnicki Inc.: DE. Addr.: 1720 North First St., San Jose, CA
Current Liab. 1485 2502 361.0 | Salinas Valey, San Joagquin Valley & parts of Los Angeles. Ac- 95112-4598. Tel.: 408-367-8200. Internet: www.calwatergroup.com.
California Water Service Group ward. Meanwhile, our 2018 top-line fore-
ANNUAL RATES Past Past Estd'1416 | benefited from favorable rate activity cast is unchanged, at $675 million.
ofchange {persh)  10Yrs. ~ §Yrs. 22 | jn the second quarter. The regulated The long-term story hasnt changed
Bg;’:,"“ﬁ:w,. g-g% 52‘% gg;é waler provider saw revenues surge {o $171 much. Acquisitions and capital spending
Eamings 40% 30% 9.0% [ million, a 12% annual improvement, and a remain the main themes here. The compa-
DIVlder\dIs ;-5% 2-0& 65% | 40% increase on a sequential basis. The ny has ample funding to allocate to infra-
Book Value o8 = 30% | advance can largely be attributed to recent structure upgrades and water system im-
Cal- | QUARTERLYREVENUES(§mil)= | Full | rate changes by the California regulatory provements. Year to date, CWT has spent
endar |Mar31 Jun30 Sep.30 Dec.d1| Year [ authority (effeclive earlier this year). Spe- just over $100 million on investments,
2014 (1105 1584 1912 1374 | 5975 | cifically, rate increases alone added more leaving approximately $450 million-$500
2016 |1220 1444 1835 1384 | 5883 | than $17 million to the top line in the million at its disposal. Further, bolt-on ac-
2016 1217 1524 1843 1510 | 6094 | June period, with unbilled revenue ac- quisitions are a possible avenue to explore
7 11220 1711 200 1568 | 850 | counting for the remainder of gains. should management want to supplement
2018 [140 170 205 160 | 675 | profits are on the right track. Califor- organic growth. All this, along with contin-
Cal- EARNINGS PER SHARE A Full | nia Water earned $0.39 a share in the sec- ued inquiry into increased base rates,
endar |Mar31 Jun.30 Sep.30 Dec.di| Year | ond quarter, besting our $0.35 call. Lower augurs well flor business prospecis into
2014 | d11 36 70 24 ; 1.19| incremental drought costs were positive, next decade.
M8 [ 03 21 52 18| 94| but the real takeaway was the 280-basis- These shares are trading near all-time
06 | doz 24 48 31 | 101 point decline in operaling expenses, notab- highs. No doubt, the market has rewarded
017 ) 02 39 62 32 ) 135 ly slimmer maintenance and administra- the company for returning to growth in
M8 | 07 .38 .67 33 | 145| jye costs. Our 2017 bottom-line estimate 2016, as the stock price is up near ly 75%
Cal- | QUARTERLYDIMDENDSPADE®= | Full | of $1.35 a share remains intact, equating from last year’s lows. This issue is timely
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | to year-over-year growth of 34%. {2), and is slated to outperform the year-
2M3 )16 16 16 .16 64| We are tacking $10 million onto our ahecad broader market averages. [However,
2014 | 1625 1625 1625 .1625| 65| current-year revenue estimate, to due to the run-up in price, total return
205 | 1675 1675 1675 .1675| 67| $650 million. This is partly owing to the potential over the 3- io 5-year stretch is
2016 | 1726 17258 1725 1725| 69| strong second-quarter showing, but also below average.
m7 (8 18 18 factors in the higher base rate going for- Nicholas P. Patrikis October 13, 2017
(A) Basic EPS. Excl. nonrecurring gain (loss): | May, Aug., and Nov. m Div'd reinvestment plan | {D} In millions, adjusted for splits. Comzan ’s Financial Strength B++
'01, 2¢; 02, 4¢; '11, 4¢. Next eamings report | available. E) Excludes non-reg. rev. Stock’s Price Stability 80
due late November. (C) lncl. intangible assets. In '16 : $21.9 mill., Price Growth Perslstence 35
(B) Dividends historically paid in late Feb., 46/sh. Eamings Predictability 70
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RECENT PE Trailing: 30.5 }{RELATIVE DN'D 0
CONNECTICUT WATER noacws [ 60.93 o 27.8Geliems 13008 20%Fiiel
mewness 3w | Vo] Z1] ] WO ST 23] B1 B2 23] 3| 2| 93| 2 T e e
SAFETY 3 newtnans LEGENDS 2
—— 1.30 x Dividends p sh
TECHNICAL 3 Lowered 1011317 divded by Itees! Rate 160
+ Relalive Price Strength 80
BETA .65 (1.00 = Market} Oplions: Yes So4. 64
[ W027PROJECTIONS | “uiedpee b ~ BTN S I s .
nn’l To ar
Price  Gain Relurn | Lt I T T e T R ettt ety v
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Insuder Decsons DL B LT AR L, TSTIEL b T 0
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By 000000000 ancittti SO il . 12
Optns 0 50100000 il T O
mél__ 0, 0.00.0N0HOSOKE % TOT. RETURN 9/17 | 3
Institutional Declsions THIS VL ARITH-
STOCK INDEX
by hy ey Tag| Percent 12 I=l= - y I A ty. 218 164 [
fo Sel 45 56 44 | traded 4 : 3yr. 968 315 [
Hif's(000) 5436 6170 6289 Syr. 1135 889
2001 | 2002 | 2003 | 2004 | 2005 | 2006 [ 2007 | 2008 [ 2009 | 2010 | 2011 [2012 2013 |2014 [2015 | 2016 | 2017 | 2018 | ©VALUE LINE PUB. LLC[Z20-22
593 577| 591| 604 581| 668| 705 724 6903| 765| 703 047| 820| 845 858 | 877 800| 060 |Revenues persh 12.80
178 178| 18| 191| 162| 152 180| 195| 13| 204| 211| 264| 263 | 207| 48| 331| 340| 350 |“CashFlow” persh 3.85
1.13 1.12 1.15 116 .88 81 1.05 1.1 1.18 1.13 1.13 1.53 1.66 1.92 204 | 208| 220| 235 |Earnings pershA 2.65
80 81 .83 .84 85 .86 .87 .88 .90 .92 84 .96 .98 1.01 1.05 1.12 1.18 1.24 |Div'd Decl'd per sh Bm 140
1.86 1.98 149 1.58 1.98 1986| 224| 244 328 .06 | 261 278 | 302 | 41 429 | 583| 450| 4.35|Cap'l Spending per sh 3.35
8.25| 1006 1046| 10.94| 11.52| 11.60f 11.85| 1223 | 1267 | 13.05| 1350 | 2095 | 17.92 | 1883 | 2001 | 20.98 | 21.70 | 21.65 |Book Value persh O 22,80
766 704 707| 804 817| 827 B38| 846 857 | 868 | 876| 885 11.04 | 1112 | 11.19| 11.25| 11.75| 12.00 |Common Shs Outst'g © 12.50
215| 243 235| 229( 286 200 230 222 18441 207 230 194 184 1756 176 | 233 | Bold figlres are |Avg Ann'l PIE Ratio 19.0
1.10 1.33 1.34 1.21 1.52 1.57 1.22 1.34 1.23 1.32 144 | 1.3 1.03 .92 89| 122 ValuejLine Relative P/E Ratio 1.20
3% | 30% | 30% | 34% | 34% | 36% | 36% | 36% | 41% | 39% | 36% | 32% | 32% | 30% | 29% | 23% | """ |AvgAnn'l Divid Yield 2.8%
CAPITAL STRUCTURE as of 6/30/17 59.0 | 613 584 | 664 694 | 838 | 95| 940 96.0 | 987 106 115 |Revenues {$mill) 160
Total Debt $210.6 mill. Due in 5 Yrs $18.8 mil. 88| 94| 102| 98| 99| 136| 183 | 23| 228| 234| 260 28.0 |NetProfit {Smill 320
LTDsbtS2054mil  [Likarest 87 7imi 324% | 272% | 19.5% | 35.2% | 41.3% | 32.0% | 28.0% | 14.4% | 35% | 8.8% | 19.0% | 20.0% [income Tax Rate 28.0%
(45% of Capy M| - - | 7% | 20% | 24% | 23% | 51% | 30% | 2.5% |AFUDC%toNetProfit | 2%
Leases, Uncapitalized: Annual rentals $.3 mill. 47.6% 48.9% | 50.6% 49.5% 53.2% | 49.0% | 46.9% | 45.7% | 44.1% | 45.4% | 46.5% | 47.0% Long-Tenn Debt Ratio 46.5%
Pension Assets-12/16 $62.7 mill. §1.8% | 52.7% | 49.1% | 50.2% [ 46.5% | 50.8% | 52.9% | 54.1% | 55.7% | 54.4% | 53.5% | 53.0% |Common Equity Ratio 53.5%
Oblig. $79.3 mill. 1932 1965 | 2213 | 2256 | 2542 | 3646 | 3736 | 386.8 | 4024 | 4338 475 490 |Total Capital {$mill) 535
' . 28431 3023 | 3252 3442 3624 | 44798 | 4719 | 5069 | 5463 | 6014 615 635 | Net Plant ($miil) 675
G0 SocksCimE. = IETGDNINE 55% | 59% | 55% | 54% | 49% | 48% | 5.0% | 64% | 65% | 63% | 60% | 6.5% [RetumonTotalCapl | 7.0%
Common Stock 11,575,400 shs. 87% | 90% | 93% | 86% | 83% | 7.3% | 92% | 10.1% | 101% | 9.9% | 10.0% | 11.0% |Retum on Shr. Equity 11.5%
87% | ©1% | 94% | 87% | 83% | 7.3% | 9.2% [ 102% | 101% | 9.9% | 10.0% | 11.0% [Retum on Com Equity 11.5%
MARKET CAP: $700 million (Small Cap} 18% ] 1.9% | 23% | 16% | 14% | 28% | 38% | 48% | 49% | 46% | 4.5% | 5.0% |Retalnedto Com Eq 5.5%
CURsI;ELPII_T POSITION 2015 2016 6/3017 8% | T9% | 76% | 81% | B83% | 62% | 59% | 53% 52% | 54% | 54% | 53% |AllDiv'ds to Net Prof 53%
Cas(h Ass)ets N 1.6 2,7 | BUSINESS: Connecticut Water Service, Inc. is a non-operating January, 2012; Biddeford and Saco Water, December, 2012;
Accounts Receivable 11.0 130 128 | holding company, whose income is derived from eamings of its Heritage Village, February, 2017. Inc.: Conn.. Has 266 employees.
Other _158 148 _ 168 oy owned subsidiary companies (requlsted water utiiies), In  Chairman/President/Chief Executive Officer: Eric W, Thomburg. OF-
Current Assets 200 294 32.2 | 006 95Y, of net income was derived from these activities. Pro- ficers and direclors own 2.5% of the common stock: BlackRock,
eggt!s&agable 1 g 122, gg vides water services to 440,000 people in 79 municipalities through-  Inc., 7.2% (4/17 proxy). Address; 93 West Main Street, Clinton, CT
Other 22 2 371 47.8 | out Connecticut and Maine. Acquired The Maine Water Company, 08413, Telephone: (860) 669-8636. Intemnet: www.ctwater.com.
Current Liab. %5 %51 628] Connecticut Water Service delivered Additionally, the company filed for a rate
ANNUAL RATES  Past Past Estd’14'16| second-quarter results that fell short increase of 1.6% on WICA (recovered funds
of change persh) 10Yrs. ~ §Yis. 0’2 | of our expectations. Revenues of $27.9 from infrastructure upgrades.)
Bg;’:,’,“ﬁ:w., 65% Q'g.?é‘ 37‘5’22 million improved marginally, on a year- Long term, acquisitions and higher
Earnings 8.0% 12 o% 45% | over-year basis, but missed our $28.5 mil- capital spending are likely in the
Dividends 2.5% 45% | Yon call. The July period included a full cards. Indeed, the strategy is starting to
Book Value So% aow 254 quarter of Ileritage Village operations, as bear fruit, as CTWS lifted its customer
Cal | QUARTERLYREVENUES(§mill) | Full | well as incremental surcharges in both base by nearly 9,500 via its Avon and
endar |Mar.31 Jun, 30 Sep.30 Dec.31| Year | Connecticut and Maine. Not umntil the IHeritage purchases. Financials results
2014 | 203 254 276 207 940 third quarter will the completed acquisi- should feel the effects beginning in the
06 | 200 266 284 210 860 tion (July 1st) of the Avon Water Compa- second half of this year. Moreover, Con-
2016 | 216 261 205 215 | 987 ny be included in the financials. Similarly, necticut plans to take full advantage of
017 | 25 279 320 236 | 106 | the bottom line was a nickel shy of our es- WICA and WISC benefits (increase to
2018 | 250 300 350 250 | 115 | (jmate, at $0.73 a share. Net income was WICA surcharge pending), and ought to
Cal- EARNINGS PER SHARE A Full | adversely impacted by several cents due to continue to replace aging water mains in
endar |Mar31 Jun.30 Sep.30 Dec.31| Year | greater business development costs associ- the coming years:.
2014 | 27 b7 76 22 | 192| ated with the above-mentioned deals. This equity has slipped a notch in
ans | 28 .77 .79 .20 | 204| Nonetheless, Connecticut Water should Timeliness to 3, Average. What's more,
2016 | 28 89 84 07 | 208| right the ship in the recently concluded the current valuation (28.0x 12-month
w7 3% 78 88 B | 2200 hipd quarter, as we look for revenues of earnings-per-share estimate} is a bit rich
2018 | 35 80 80 .30 | 235| ¢35 million and share net of $0.88. when compared 1o historical norms, and
Cal- | QUARTERLYDMOENDSPAD®= | Pyl | There has been some activity on the on a peer-to-peer basis. The stock is trad-
endar |Mar.31 Jun.30 Sep30 Decd1| Year| rate front. FEarlier this summer, The ing above our 3- to 5-year Target Price
2013 | 2425 2425 .2475 .2475| 98| Maine Water Company filed for a rate in- Range, and total return potential is sub-
2014 | 2475 2475 2575 2575 1.01( crease (pending approval from the Maine par. Thus, we recommend investors wait
2015 | 2575 .2575 2675 2675| 1.05| Public Utilities Commission) in its Bid- for a belter entry point before committing
2018 | 2675 2825 2825 2625 | 1.2 deford and Saco division, This could poten- funds here.
017 | 2825 2075 2075 tially add about $2 million to the top line. Nicholas P Patrikis October 13, 2017

{A) Diluted eamings. Next eamings report due | vestment plan available,

late November.
{B) Dividends historically paid in mid-March,

{C) In millions
(D) Includes intangibles. In 2016:; $30.4 mil-

June, September, and December. m Div'd rein- | lion/$2.70 a share.

© 2017 Value Line, Inc. iU rights reserved. Faclual material is oblained from sources believed to be reliable and is provided withoul warranties of an
THE PUBLISHER 1S NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This fi
of & may be reproduced, resold, stored of transmitted in any printed, elecironic or other form, or userf for generating or marketing any primed of elecironic pubhcalmn service of product.

Company's Financial Strength B+
Stock’s Price Stability 90
Price Growth Persistence 50
Earnings Predictabllity 90
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Exhibit No. __
Schedule DWD-3
Page 7 of 9
RECENT PIE Trailing: 30.4 }| RELATIVE 3 DVD 2 1(y
MIDDLESEX WATER noowsex  [PRe 40.47 [Riro 26,3 iotes ) v 1,321 2.1%
High:| 205] 202] 19.8] 17.9| 193] 19.4| 196| 225| 23.7| 280| 445| 428
TMELNESS 4 owedzpm | Mish:| 2081 202] 198) 1781 193] 10%| 198| 23| BT| 23 250 | 322
SAFETY 2 Newtoizint LEGENDS
3 R T oty meree Rate 64
TECHNICAL Raised 711417 . Relative Price Sirength ey 0 ] ] 0 |lesessdmss=s 48
BETA .BO (1.00 = Markel)} tions: Yes i TR S 40
—2020-22 PROJECTIONS | dedafeamdtcalesreceu';smn I TLN LNk B IR YR SR 22
)  Ann'l Total | i} " ull" 24
Price  Gain  Return i FTITT TRV IL LA %0
ngh 50 (+25% 8% ™l = T TIYT ,||||,..|l' "'"'|I|" LITTTELLOT kb T %
Low 35 (-15%) -1% i 7 T
Insider Decisions B et e — 12
DJEMAMUJIJA ] i ey L S ) i .
By 00D O0DOOOQO E T WP S
Opers 0 0 0 0O 70000 : " teae - | 6
ofsl 0.0 1_1.040x0x0a0 i % TOT. RETURN 8117
Institutional Decisions | | THIS VL ARITH-
402016 102017 202017 STOCK INDEX
1o Bu 40 45 60 SP:a"r‘:s’“ 182 1 T 1 p - 1. 141 184 [
to So‘ 62 51 44 | traded 4 3yr. 1177 315 [
Hid's(bi0} 7874 9400 9201 1l 5yr. 140.1 88.9
2001 [ 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 (2011 [2012 [2013 |2014 [2015 | 2016 [ 2017 {2018 | < VALUE LINE PUB, LLC|20-22
587| 598( 612| 625| 644| 616| 50| 679 675| 660| 650 | 698 749 726| 77| 816 830] 885 Revenues persh 940
118 120 18| 128] 133| 133| 149| 153| 140| 155| 146 | 156 | 172 | 184 | 197| 217| 235| 250 |“CashFlow” persh 310
66| 73| &| 73| | 82| 87 88| 72| .| 84| 0| 103| 13| 122| 138| 148| 1.50 [Earnings pershA 205
62| 63| 85| 66| 67| 68| 89| 7| 7| 72| 7| 74| 75 7| 78| 81| .84| .87 |Div'd Decld pershBu 1.02
125| 159| 187| 254| 218| 231| 166| 212| 149| 130| 150 | 1.36| 1.286| 140 | 159| 291| 4.80| 1.0 [CaplSpending persh 2.0
74| 739| 760 802| 26| 52| 1005| 1003 1033) 1143 | 1127 | 1148 | 1182 | 1224 | 1274 | 1340 | 13.95| 14.35 |Book Value persh 16.45
1017| 10.36| 1048| 11.36| 11.58| 13.17| 13.25| 1340 | 1352 | 1557 | 16.70 | 1582 | 1506 | 16.42 | 16.23| 16.30| 176.50| 76.75 |Common Shs Oulstg | 17.00
248| 235| 00| 24| 214| 27| 216| 198| 21.0| 178| 21.7| 208 | 197 | 185 | 19.1| 256 | Boranglresare |Avg AnmlPIE Rafio 710
126 128] 171| 139| 48| 123| 115 149) 140] 43| 136 132| 111| 97| 96| 135| Vewusitime  |Relative PIE Ratio 1.30
38% | 3% | 35% | 34% | 35% | 37A| 7% | 40% | 47% | 42% | 40% | 40% | 37% | 37% | 33% | 23% | °*M1"**  |Avg Ann'I Divd Yield 24%
CAPITAL STRUCTURE as of 6/30/17 _ 81| 9010 912 1027 ] 1021 | 1104 | 1148 | 117.1 | 1260 | 1329 37| 145 [Revenues ($mill 160
Total Debt $159.6 mill. Due in § Yrs $32.1 mill. 18| 122| 100| 143] 134 | 144 | 166 | 184 | 200| 227| 245| 27.0 |NetProfit {$milf 35.0
(‘-TTog‘l’?;t::eag-go T‘L"ra e_‘éTG'X';‘e"" $6.0 mill. 326% | 33.2% | 34.1% | 32.1% | 32.0% | 33.9% | 34.1% | 35.0% | 34.5% | 34.0% | 45.0% | 36.0% [lcome Tax Rate 37.0%
4 " (38% of Cap') sl ee| -] BB% | 8% | 34% | 19% | 17% | 1.9% | 27% | 20% | 2.0% |AFUDC %toNetProfit | 2.5%
49.0% | 45.6% | 46.6% | 43.1% | 42.3% | 41.5% | 404% | 40.5% | 39.4% | 37.9% | 37.5% | 37.5% |Long-Term Debt Ratic | 37.5%
Pension Assets-12/16 $59.4 mill. 49.6% | 51.8% | 52.1% | 55.8% | 56.6% | 57.4% | 68.7% | 58.8% | 50.8% | 61.5% | 62.0% | 62.0% |[Common EquityRatlo | 62.0%
- Oblig. $78.6 mil. 2688 | 2594 | 26797 3105 | 3125 | 3165 | 3214 | 335.8 | 3454 | 3554 | 370 385 |Total Capital ($mill) 455
Pfd Stock $2.4 mill. Pfd Div'd: .1 mill. 3330 | 3663 | 3765 | 4059 | 4222 | 4352 | 465 | 4654 | 4819 | 517.8| 25| 535 |NetPlant ($mill 575
Common Stock 16,337,784 shs. 56% | S8% | 50% | 57% | 52% | 54% | 59% | 63% | 66% | 7% | 7.6% | 7.5% [Retum on Total Cap'l 8.0%
as of 73117 86% | 86% | 7.0% | 8.1% | 7.5% | 7.8% | 8.7% | 92% | 8.6% | 10.3% | 10.5% | 11.0% |RetumonShr.Equity | 12.5%
B7% | B9% | 7.0% | 82% | 75% | 7.6% | 87% | 93% | 9.8% | 10.3% | 10.5% | 11.0% |Return on Com Equity | 12.5%
] " 18% | 20% | 1% | 21% | 10% | 14% | 24% | 3.1% | 3.5% | 43% | 4.5% | 5.0% |Retainedto Com Eq 5.0%
MARKET CAP: $650 million (Smal Cap) 79% | 78% | 98% | 75% | B7% | 83% | 73% | 67% | 63% | 58% | 57% | 54% |AllDiv'ds to Net Prof 50%

BUSINESS: Middlesex Water Company engages in the ownership
and operation of regulated water utility systems in New Jersey, Del-
aware, and Pznnsylvania. It also operates water and wastewater
systems under contract on behalf of municipal and private clients in
NJ and DE. Its Middlesex System provides water services to 61,000
retail customers, primarily in Middlesex County, New Jersey. In

2016, the Middlesex System accounted for 60% of operating reve-
nues. At 12/31/16, the company had 309 employees. Incorporated:
NJ. President, CEO, and Chairman: Dennis W. Doll. Officers &
directors awn 3.5% of the common stock; BlackRock Institutional
Trust Co., 7.2% (4/17 proxy). Add.: 1500 Ronsan Road, Iselin, NJ
08830, Tel.: 732-634-1500. Internet. www.middlesexwater.com,

Cash Assets 3.5 3.9 3.7
Other 20.9 22.8 26.0
Current Assets 244 26.7 20,7
Accts Payable 6.5 12.3 15.0
Debt Due 8.7 18.2 23.2
Other 13.1 16.6 17.2
Current Liab, 283 471 55.4
ANNUAL RATES Past Past Est'd '14-'16

Middlesex Water Company reported
soft results for the second quarter.

ly established RENEW program and
Water for Tomorrow initiative, the compa-

ofchange (persh) 10Y¥rs.  5Yrs. t'2°2 | Following a somewhat colder (longer) ny aims to allocate nearly $12 million in
Svens 20% 30% 3% | winter season, customer water usage each of the next three years to bolster its

Earnings 50% 80% 85% | picked up only moderately through the water transmission capabilities by replac-

Dividends 15% 1.5% 45% | late spring into early summer months. In- ing old water mains, valves, and services

Book Value 40% 30% 45% | deed, the volatile Northeast region of the lines throughout New Jersey. Total capital

Cal- | QUARTERLY REVENUES ($ mill) Ful | U.S. (MSEX's main area of operation) spending on its water distribution infra-
endar |Mar.31 Jun. 30 Sep. 30 Dec.31| Year | leaves the company subject to weather dis- structure (approximately $200 million

2014 | 271 202 327 281 | 117.4] ruptions. First-quarter revenues came in through next decade) ought to be closely

2015 | 288 317 347 308 | 1260 roughly flat, year over year, at $33.0 mil- monitored, with a portion of those cor-

2016 | 306 327 378 318 | 1329 lion. Declawarc operations registered a responding investment costs  being

2017 | 301 330 300 349 | 137 | modest gain thanks to new customer addi- recovered by appropriate rate filings. Fi-

2018 | 330 370 400 350 | 145 | (ons, while its New Jersey segmeni nally, a slow but sure pickup in consump-

Cal- EARNINGS PER SHARE A Full | slipped due to a continued trend of weak tion from New Jersey residents should
endar_|Mar.31 Jun. 30 Sep. 30 Dec.31| Year | water consumption. Similar to the first provide an extra boost 1o the top line fur-

204 | 20 29 42 22 | 1.13| quarter, net income took a step back, com- ther out.

2016 | 22 3 4 28| 122| pared to the year-earlier figure. Share net Our Timeliness Ranking System pegs

2016 29 3% 54 18 138 of $0.33 missed our mark by $0.04, with shares of Middlesex Water Company

017 | 21 3 85 33| 148 increased water production costs weighing as year-ahead market laggards (4, Be-

018 | 33 38 57 .32 | 160{ on profits. low Average). In the same breath, the is-

Cal- | QUARTERLYDVIDENDSPAID®= | Fyp | Our current-year top- and bottom-line sue offers unattractive total return poten-
endar |Mar31 Jun.30 Sep.d0 Dec.31| Year | estimates are being modestly reduced. tial over the 3- to 5-year pull, and its divi-

2093 | 1875 1875 .1875 .19 75| We now expect Middlesex to earn $1.48 a dend yicld, though average, pales in com-

2014 [ 19 19 .19 1925 | .76 | share (-$0.02 less than our previous call), parison to its historical norms. Therefore,

2015 | 1925 1925 1025 19875 .78 | on $137 million in revenues (-$1 million).  we suggest investors stay on the sidelines,

2016 | 19875 19875 .19875 21125 .81] Infrastructure upgrades are still man- for now.

017 | 21125 21125 21125 agement’s main Focus. Under its recent- Nicholas P. Patrikis October 13, 2017
{A) Diluted eamings. Next earnings report due L‘B) Dividends historically paid in mid-Feb., | {C) In millions, adjusted for split Company's Financial Strength B++
early November. ay, Aug., and November.m Div'd reinvestment Stock’s Price Stability 70

plan available. Price Growth Persistence 40

© 2017 Vdue Line, Inc. All richis reserved. Faclual malerial is obtained from sources believed to be reliable and is provided without warranties of any kind. -
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-cammercial intemal use. No part JLLURSBHRTH (o0 [l BT IR/ VU TS
of it may be reproduccd, resold, stored or transmitied in any printed, electronic or other form, or

for generating or marketing any printed or elecironic pubki
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Exhibit No. __
Schedule DWD-3
Page 8 of 9
RECENT PEE Traiting: 21.6 }| RELATIVE DV'D (y
SJW GROUP wse.s ST 57,60 e 22.7CGatm VR L1308 15% DTS |
THENESs 3 rasiwionr | [V | $93) BY) 9| B3| 38| 28| B8| Ns| Bi| ¥i| e s ot il
SAFETY 3 Newdi22n LEGENDS =
3 - Jii\%%:d%lwljrﬁgfés égle 100
TECHNICAL Lowered 81117 | Rl brice Stengin 80
BETA .75 (1.00 =Marked 3for1 splt 3004 pe
[~ 202022 PROJECTIONS_ | Sugons ves TR I S T a8
. Ann’l Total| Shaded area indicates i / LA =
. Price  Gain  Return | PLALL L ! 25
E'I’gvy gg (“’(;42%; 1% _rl']'l } LIII“IIE: = . (10D :”-!- BRI (1M BTN it [T L T 24
Insider Decisions e R : 20
DJFMAMJ JAJTI!.‘ : e —— 16
wBy 00000CDO0D i S, oy st [ren 12
Oplns 0 8 0 6 80 0 0 0 = R I SN B
wsl 11100000C1 T | = % TOT.RETURN 917 | 8
Institutional Decisions | STTglcsl( L .,‘.‘.',"&""
iy o ha gy | Percent 18 =—H—mrh . ty. s 64 [
toSel 59 59 73| traded 5 i 3y 1249 315
Hid's{o00) 9218 10726 10969 i T S5yr. 1519 889
2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 [ 2009 | 2010 | 2011 (2012 |2013 |2014 |2015 [2016 | 2017 [ 2018 [ ©VALUELINEPUB.LLC|20-22
7.45 197 8.20 014 086) 1035| 11.25| 1212 | 1168 | 1162 | 1285 | 1401 | 13.73 | 1576 | 1497 ( 1661 19715 | 16.80 |Revenues per sh 20.65
149 1.58 1.75 189 221 238 230 244) 221 238 280 297 | 280 442 386 | 476 4.60 | 4.65 [“Cash Flow” per sh 515
a7 78 91 87 1.12 1.18 1.04 1.08 81 B4 1.1 1.18 112 2.54 185 257 245 | 2.60 |Earnings per shA 3.00
43 A6 49 51 .53 57 51 85 .66 68 69 Nl 73 15 .78 .81 87 .83 | Div’d Decl'd per sh Bm 1.12
283 | 208 341 2.3 283 387 6682 379 3147 5.65 375 567 | 460 5.02 524 6895 6.00 | 550 |Cap'l Spending per sh 5.00
817| B840 911 | 1011 1072 1248 1290 | 1399 | 1366 | 13.75 | 1420 | 14.71 | 1582 | 17.75 | 18.83 | 2061 | 21.20 | 21.60 |Book Value per sh 23.90
1827 | 1827| 1827 1827| 1827| 18.28| 1836 | 1818 | 18.50 | 18.56 | 18.50 [ 1867 | 2017 | 20.29 [ 20.38 | 20.46 | 21,00 | 22.00 [Common Shs Outst'g® | 23.00
18.5 17.3 154 19.6 187} 235 34] 262 287 281 212 204 | 243 1.2 166 15.7 | Bekd figres are [Avg Ann’l PJE Ratio 2.0
.95 94 .88 1.04 1.05 1.27 1.77 1.58 191 1.85 133 1.30 1.37 .59 84 83 Value|Line Relative P/E Ratio 1.40
30% | 34% | 35% | 30% | 24% | 20% | 17% | 23% | 28% | 28% | 25% | 30% | 27% | 26% | 25% | 20% | "1™ |AvgAnn'l Divid Yield 1.7%
CAPITAL STRUCTURE as of 6/30/17 2066 1 2203 | 216.1 | 2156 | 239.0 | 2615 | 2769 | 319.7 | 3051 | 3307 360 370 | Revenues ($mill) 475
Total Debt $430.9 mill. Due in 5 Yrs §14.3 mill. 193| 202| 152 158| 209| 223 | 25| 68| 379| 528| 5.0| 57.0|NetProft (Smill 65.0
LTDebt $430.9mil. LT lnterest 8200 miL  [304% [ 3057 | 40.6% | 388% | 41.1% | 41.1% | 38.7% | 525% | 98.1% | 38.8% | 39.0% | 30.0% [Income Tax Rate 39.0%
(0%ofCap) | p7u | 2a% | 20% | -] -] | -o| -] 20%| 10%| 5% | 1.5% |AFUDC%toNetProft | 1.5%
Leases, Uncapitalized: Annual rentals $6.6 mill. 47.7% | 46.0% | 49.4% | 53.7% | 56.6% | 55.0% | §1.1% | 51.6% | 49.8% | 50.7% | 49.0% | 40.5% Long-Term Debt Ratio 49.0%
52.3% | 54.0% | 50.6% | 46.3% [ 43.4% | 45.0% | 48.9% | 484% | 50.2% | 49.3% | 51.0% | 51.5% |Common Equity Ratio 51.0%
Pension Assets-12/16 $113_.9 mill. . 453.2 | 4709 | 4996 | 5507 | 607.9 | 610.2 | 6562 | 7445 | 764.6 | 8550 870 925 | Total Capital ($mill) 1075
6 SinckiNone Oblig. $174.1 mil. 6455 | 684.2 | 7185 | 7855 | 7562 | 8316 | 8087 | 063.0 | 10368 | 11464 | 1200 | 1250 |Net Plant ($mill) 1325
' 6.7% | 58% | 44% | 43% | 49% | 50% | 50% | 83% | 63% | 74% | 7.0% | 7.5% |Retum on Total Cap'l 7.5%
Common Stock 20,506,494 she. 82% | 80% | 6.0% | 6.2% | 7.9% | 8.1% | 7% | 144% | 9.9% | 125% | 11.5% | 12.0% |Retumn onShr.Equity | 12.5%
82% | 80% | 6.0% | 62% | 7.9% | 81% { 7.3u [144% | 9.8% [ 12.5% | 11.5% | 12.0% [Retumn on Com Equity 12.5%
MARKET CAP: $1.2 billion (Mid Cap) 35% | 33% | 12% | 1.2% | 31% | 33% | 28% |[102% | 5.7% | 86% | 7.5% | 7.5% [Retained to Com Eq 8.0%
CU%HT POSITION 2015 2016 6/30M7 §7Th | 59% | 80% | B0% | 61% | 58% | 62% | 20% 42% | 3% | 36% | 36% |AllDiv'ds to Net Prof 3%
Cas(h Ass)ets 52 253 9.2 [ BUSINESS: SJW Group engages in the production, purchase, offers nonregulated water-related services and owns and operates
Accts Receivable 164 164  20.6 | storage, purification, distribution, and retail sale of water. It provides commercial real estate investments, Has about 406 employees. Of-
her _518 578 431 water service to approximately 229,000 connections with a total ficers and directors (including Nancy O. Moss) own 26.9% of out-
Current Assets 734 996 729 po5ijation of roughly one milion people in the San Jose area and  standing shares (3117 proxy). Chaiman & C.E.O.: Richard Roth.
Sg%ttsg’:gable gg% }2; 27.1 | 13,000 connections that reaches about 39,000 residents In the re-  Inc.; Califoria, Address; 110 West Taylor Street, San Jose, CA
Other 25.3 30.6 43,3 | gion between San Antonio and Austin, Texas. The company also  95110. Telephone: (408) 279-7800. Infernet: www.sjwater.com.
Current Liab. 796 636 704 SJW Group is making a change at the $0.25 to our current-year earnings es-
ANNUAL RATES  Past Past Estd'14-16 | helm. Current President and Chief Execu- timate, to $2.45 a share mainly owing to
ofchange (persh)  10Yrs. ~ §Yrs.  ©'22 | ¢jye Officer Richard Roth announced his the recent quarter's beat. For 2018, we
B(?::r'\“::?gw" 7'832 15"3% gg,’é retirement effecltive November 5th. The now look for share net of $2.60 (+$0.25).
Eamings 80% 205% 45% | board of directors has appointed Eric W. Revenues for this year and next are being
Dividends 40%  30%  60% | Thornburg as a replacement for both posi- ratcheded up by $15 million and $20 mil-
Book Value 55% 85% 49% | tions, as well as a new board member. Mr. lion, to $360 million and $370 million,
Cal- | QUARTERLYREVENUES{$mill) | run | Roth will also step down as Chairman, but respectively.
endar (Mar.31 Jun.30 Sep.30 Dec.31| Year [ will serve until the next annual siock- Capital spending ought to be a key
2014 | 546 704 1254 693 | 3197 holder's meeting. growth driver further out. Year to date,
2015 | 621 724 830 876 | 305.) The second-quarter performance was SJW has invested $62 million, and will
2016 | 611 869 1123 794 | 3397 hetter than expected. STW dclivered im- likely allocate more funds to its Montevina
2017 | 690 1021 102 870 | 360 | pressive financial results during the June project this year. On balance, only a small
2018 | 700 105 105 _90.0 | 370 period, underpinned by cumulative rate in- dent has been made in its $300 million
Cal- EARNINGS PER SHARE A Full | creases and higher recordings in its water spending budget. Lastly, the company
endar |Mar.31 Jun.30 Sep.30 Dec.31| Year | conservation memorandum account. Cus- ought (o gel a betler handle on its operal-
2014 | 04 34 188 28 [ 254| tomer water usage also ramped up in the ing costs, which should provide a modest
2016 | 23 36 46 .80 | 185 period. All told, revenues of $102 million boaost to margins down the road.
2016 | 16 82 92 67 | 287 rose 17% from the previous-year lally. SJW Group stock does not jump out at
7 | 48 80 .75 .62 | 245| Meanwhile, water production and operat- us at the current quotation. Shares of
018 | .27 88 60 .65 | 260 ing costs edged higher, but the company the San Jose utility have surged almost
Cal- | QUARTERLYDMVIDENDSPAD®= | Full | managed to report earnings of $0.90 a 15% in value since our July review. Even
endar |Mar.31 Jun.30 Sep.30 Dec.d1| Year | share. Note, there was a one-time gain on after raising our 2020-2022 Target Price
2013 | 1825 1825 1825 .1825| .73| the sale of real estate assets. Still, the bot- Range, the issue presents lackluster total
2014 | 1875 1875 1875 1875 75| tom line would have exceeded our expecta- return potential over the long haul. More-
2016 | 1950 1950 .1950 1950 [ .78 | tions. over, the dividend yield is below the Value
2016 | 2025 2025 2025 2025| 81| Qur financial projections are being /.ine median.
017 | 2175 2175 2175 raised across the board. We have added Nicholas P Patrikis October 13, 2017

(A} Diluted eamings. Excludes nonrecurring
losses: '03, $1.97; '04, $3.78; '05, $1.09; '06,
$16.36; '08, $1.22; "10, $0.48. GAAP account-
ing as of 2013. Next eamings report due late
© 2017 Value Line, Inc. All rights reserved, Faclual malerial is obtained from sowrces believed lo be reliable and is provided wilhout warranties of a
THE PUBLISHER IS NOT RESPUNSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publicati iber” ial, i
of it may be reproduced, resold, stored or lransmitied m any prinied, electronic or other form, ar used for generaling or marketing cny printed or electronic publication, service o product.

November. Quarterly eamings may not add | vestment plan available.
due to rounding.

(B) Dividends historically paid in early March,
June, September, and December. m Div'd rein-

{C} In millions, adjusted for

Company’s Financial Strength B+
stock splits. Stock's Price Stability 70
Price Growth Persistence 35
Eamings Predictabllity 45

is strictly for T's GWN, non-

W To subscribe call 1-800-VALUELINE

internal use.
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Exhibit No. __
Schedule DWD-3
Page 9 of ©
RECENT 35 05 3 4 4(Tra|||ng 31.7 )| RELATIVE 1 72 DV'D 1 80/
NDQ-YORW PRICE ' RATIO Median: 240 /| PIERATIO 1, YLD 0 /0
High:| 21.0( 185| 165| 18.0| 18.0| 181| 185 220] 243[ 267 39.8| 399 §
:IAMFEEI::ESS g tn:::e::ﬁ% ll:g?;v:END 53| 65| 62| 's7| 12| 1s8| t6s| f7e| 83| fe7| 25| 37 Target Price Range
oner — 1.10 x Dividends p sh 64
TECHNICAL 2 Raised 1061317 divided by Itaest Rale
«++ = Relative Price Strength 48
BETA .80 (1.00 = Markef) 34or-2 spit 9106 40
[~ 2020-22 PROJECTIONS | ot wea ind il e 32
i P4r|;:):e (Galr!% AnE’elt;l"%:rl‘al : — m_ﬁ'll;ul.l'l : D i I S —— %3
ig +15 ¢ a (TTATIE ST g . PRI, EITSOTRCE i M 16
:-::iderzlgecls(lggr = .'f“"'"" ) _..,,,f.) )—:P:r}ﬁrml'lm el 12
DJFMAMJIJA|S [ I R L N . R .
By 111113 2 213 2 : . R B — e
bar 388885880 f o
Institutional Decisions * TO'L“I:ErUITIILIAB'{I}L
STOCK WDEX
1o Buy e = = Rarcent 13 T T 1y 163 164 [T
to Sell 34 33 33 | traded 4 e 1 T T | L o 3yr. 809 315
Hids{poo) 4284 5127 5206 Aibireenebigad 1L Syr. 1074 889
2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 | 2008 | 2009 | 2010 | 2011 {2012 (2013 {2014 | 2015 | 2016 | 2017 (2018 | ©VALUE LINE PUB. LLC]20-22
205| 205| 27| 218( 258 256 279| 289 295 307 | 3187 321 327 358 3.68 370 | 3.90| 4.10 |Revenues persh 5.65
59 57 65 65 79 11 86 88 95 107 | 1.09 112 | 118 1.36 145 142 1.60 | 1.65 |“Cash Flow” per sh 2.05
43 40 47 49 56 .58 57 57 64 il 1 72 75 89 91 82| 1.00( 1.05 [Eamings persh A 140
34 35 37 39 42 45 A48 49 51 52 .53 54 55 57 80 63 .68 .70 | Div'd Decl’d per sh B .90
75 86 107 250 169 1.85 169 217 1.18 .83 14 .94 .76 1.10 1.1 1.03 1.50 | 1.25 |Cap'l Spending per sh 85
379| 390 406 | 465| 485| 584| 5987| 614| 692| 719| 745| 773 798| 815 8.51 888 815( 8.55 |Book Value per sh 11.00
946| 055 963 1033| 1040 1M.20| 1127 1137 1256 | 1269 | 12.79 | 1292 | 12.98 | 12.83 | 1281 | 1285 | 1280 1275 [Common Shs Outst'y € | 12.00
1781 269 245 257| 263 312 303 246| 219 207 | 239 | 244 | 263 | 231 235 32.8 | Bod figres are |Avg Ann'l P/E Ratio 22.5
k] 147 140 1.36 140| 168 161 148 146 1.32 1.50 185 | 148 1.22 1.18 172 Valus|Line Relative P/E Ratio 1.40
44% | 33% | 324 | 3% | 29% | 25K | 28% | 35% | 38% | 35% | 31% | 31% | 28% | 28% | 26% | 21% | UM |aAyq Ann'l Divd Yield 2.8%
CAPITAL STRUCTURE as of 6/30/17 M4 328 IO 390| 406 | 414 | 424 | 459 474 476 | 50.0| 52.0 |Revenues (Smill) 68.0
Total Debt $88.2 mill.  Due In 5 Yrs $30.5 mill 64| 64| 75| 89| 91| 93| 97| 16| 125| 18| 13.0| 13.5 |NetProfit ($mill 17.0
LT Dabi:$062imll.  niSilitehentss=:imil: 36.5% | 36.1% | 37.9% | 38.5% | 35.3% | 376% | 3T6% | 20.8% | 27.5% | 313% | 29.0% | 30.0% |Income Tax Rate 31.5%
(43% of Capl) |_26% | 101% 12% | 14% | 1% | 8% | 18% | 1.6% | 19%| £.5% | 1.5% |AFUDC%toNetProfit | 1.0%
Pension Assets 12/16 $35.5 mill. 46.5% | 54.5% 45.7% 48.3% | 47.1% | 46.0% | 45.1% | 44.8% | 44.4% | 4268% | 43.5% | 44.0% |Long-Term Debt Ratio 45.0%
Oblig. $40.8 mill. 53.5% | 45.5% | 54.3% | 51.7% | 52.9% | 54.0% | 54.9% | 552% | 65.8% | 574% | 56.5% | 56.0% |Common Equity Ratio 55.0%
1257 | 1534 | 1601 | 1764 | 1802 | 184.8 | 1884 | 189.4 | 1963 | 1987 210 215 | Total Capital ($mill) 240
Pfd Stock None 1916 | 2114 | 2220 | 2084 | 2330 | 2403 | 2442 | 2532 | 2614 | 2709 | 275| 280 Net Plant ($mill 295
Common Stock 12,845,000 shs. 67% | 57% | 62% | 65% | 64% | 64% | 65% | 74% | 7.6% | 72% | 7.5% | 7.5% |RetumonTotalCap'l | 80%
9.5% ( 92% | 86% | 9.8% | 9.5% | 93% | 9.3% |11.0% | 11.5% | 104% | 11.0% | 11.0% (Return on Shr. Equity 12.5%
MARKET CAP: $450 million {Small Cap) 9.5% | 92% | 86% | 98% [ 9.5% | 9.3% | 9.3% (11.0% | 11.5% | 104% | 11.0% | 11.0% |Retumn on Com Equity | 12.5%
CURRENTPOSITION 2015 2016 6/30M7 | 1.7% | 14% | 1.9% | 27% | 25% | 24% | 24% | 3.9% | 44% | 34% | 40% | 3.5% |Retained fo Com Eq 4.5%
cadiL) 6 OB | 8w | 8s% | 7% | T2% | 73% | 7A% | 4% | B4% | 62% | 67% | 66% | 67% |AlDIv'ds to Net Prof 84%
Accounts Receivable 3.5 4.3 4.2 | BUSINESS: The York Water Company is the oldest investor-owned  nues; commercial and industrial (29%); other (8%). It also provides
g\t\ﬁeﬂrh'v {Avg. Cost) 42 3-1 43 | regulated water iy in the United States. It has operated contin-  sewer billing services. Incorporated: PA, York had 105 fullime em-
Current Assets —T1s —m T uously ginoe 1816: As of Decemb_e_r 31, 2016, the c_nmpany's aver- ployee§ at 12/31/16. President/CEO: Jeffrey R. Hines. Of-
Accts Payable 18 37 51 | 28 daily availabliity was 35.4 million gallons and its service terri- ficers/directors own 1.1% of the common stock (3117 proxy). Ad-
Debt Due . .| tory had an estimated population of 196,000. Has more than 67,000 dress: 130 East Market Street, York, Pennsylvania 17401. Tele-
Other 44 4.5 4.7 | customers. Residential customers accounted for 63% of 2016 reve-  phone: (717} 845-3601. Internet: www.yorkwater.com,
Current Liab. _ 62 82 %8 | 'Shares of York Water are trading at tive tax rate). York ought to continue to
ANNUAL RATES  Past Past Estd’14-16| levels seen three months prior. It has benefit on the tax front thanks to higher
of change fpersh)  0%s. Y5, ©2XZ | been a relatively quiet summer for the maintenance and repair deductions. Year-
“Cash Flow” 65% 65% 65% | Pennsylvania-based regulated water ulili- to-date spending is already 180% above
Eamings 55% 60% 70% | ty, as the stock price has been somewhat last year's tally. For the remainder of
D 35% 30% 7.0% | rangebound. 2017, York estimates an additional $9 mil-
ook Value 50% 35% 45% . ! : s :
: Second-quarter financial results were lion in capital investment on water mains
Cal- | QUARTERLYREVENUES(mil} | Ful | a mixed bag. Revenues of $12.3 million and various infrastructure upgrades.
endar |Mar31 Jun.30 Sep.30 Dec.31] Year | were in line with our expeclations, with Overall, our model projects top- and
2014 | 106 118 120 115 | 459 help from recent acquisitions and higher bottom-line advances of 5% and 9% this
2015 | 112 119 124 116 | 474 surcharges. But the annual jump in reve- year, and 4% and 5% in the next, respec-
2016 | 113 118 126 119 478 nues did not directly translate to an in- tively.
gg}; ;;g gg Zg; ;gg gg crease in earnings. Operating expenses, This issue holds limited investment
- z : : ~1 namely maintenance and adminisirative, appeal, at the moment. The stock is an
Cal- EARNINGS PER SHARE A Full | rose substantially to almost 39% of total unfavorable selection for relative year-
endar |Mar31 Jun. 30 Sep. 30 Dec.31| Year | revenues (+240 basis points year over ahead price performance (Timeliness: 4).
4 | 162 28 28 | 89} year). Consequently, share net of $0.23 And from a price-to-earnings perspective,
016 4 20 2 28 %7 97| Wwas flat compared to the like-2016 figure.  the recent valuation is a bit lofty, in our
06 19 23 '2; '%3 1-92 We are scaling back our 2017 and 2018 vicw. Although York's track record of divi-
gg}z gg gi 'go 'zg 132 share-net estimates accordingly. Due dend payout increases is second to none,
- - = = to the rise in operating costs, we are the current yield is nothing to write home
Cal- | QUARTERLY DIVIDENDS PAID & Full | lowering our current-year profit forecast about. Indeed, the recent price surge has
endar |Mar3t Jun.30 Sepd0 Dec.3t| Year| 1, $0 03, to $1.00 a share. Meanwhile, our pushed the yield below 2.0%, fractionally
(2013 | 138 138 138 138 | 553 2018 earnings estimate is being reduced below the broader market average. All
2014 1 1431 1431 1431 1431 572 by $0.05, to $1.05 a share. told, those looking to gain exposure to the
gg}: ,};gg ]ggg }ggg }ggg gg; Ensuing benefits from capital ex- regulated water utility space will probably
2017 | 602 1602 1602 ““| penditures should help offset the up- find more attractive options elsewhere.
: : : tick in operating costs (lower effec- Nicholas P Patrikis October 13, 2017

(A) Diluted eamings. Next earnings report due | (C) In millions, adjusted for split.
late November,
(B} Dividends historically paid in late February,

June Se

2017 Value Line, Inc. All rights reserved. Facluel material is oblained from sowces believed lo be reliable and is, pruvuded without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publi
of it may be reproduced, resold, slored or transmittd in any prinled, electronic or other form, or used for gene:saling or marketing any pnrlcd o eleclmmc publication, service or producL

ptember, and December.

is strictly for

Com‘;(;an ’s Financial Strength B+
Stock's Price Stability 60
Price Growth Persistence 55

Eamings Predictability
R To subscribe call 1-800-VALUELINE
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Exhibit No. __
Schedule DWD-4
Page 1 of 12

Carolina Water Service, Inc. of South Carolina

Summary of Risk Premium Models for the
Proxy Group of Eight Water Companies

Proxy Group of
Eight Water
Companies
Predictive Risk
Premium Model
(PRPM) (1) 11.45 %
Risk Premium Using
an Adjusted Total
Market Approach (2) 9.93 %
Average 10.69 %
Notes:

(1) From page 2 of this Schedule.
(2) From page 3 of this Schedule.
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Exhibit No. _ -

Schedule DWD-4 m

Page 3 of 12 9

X

o

Z

Carolina Water Service, Inc. of South Carolina @)

Indicated Common Equity Cost Rate ,:E

Through Use of a Risk Premium Model >

Using an Adjusted Total Market Approach m

m

(W)

Proxy Group of NS

Eight Water <

Line No. Companies :
®

o

5

1. Prospective Yield on Aaa Rated 2
Corporate Bonds (1) 461 % »

0

2. Adjustment to Reflect Yield Spread <
Between Aaa Rated Corporate i

Bonds and A Rated Public ,g

Utility Bonds 0.25 (2) 8

%

3. Adjusted Prospective Yield on A Rated 8
Public Utility Bonds 486 % ID

o

4, Adjustment to Reflect Bond %
Rating Difference of Proxy Group 0.06 (3) S

N

o

5. Adjusted Prospective Bond Yield 492 % 3
3

6. Equity Risk Premium (4) 5.01 N
=

»

7. Risk Premium Derived Common 'IU
Equity Cost Rate 993 % c%;

&)

©

o

Notes: (1) Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue o
N

Chip Financial Forecasts (see pages 10-11 of this Schedule).

(2) The average yield spread of A rated public utility bonds over Aaa
rated corporate bonds of 0.25% from page 4 of this Schedule.

(3) Adjustment to reflect the A2 / A3 Moody's LT issuer rating of the
proxy group of eight water companies as shown on page 5 of this
Schedule. The 0.06% upward adjustment is derived by taking 1/6 of
the spread between A2 and A3 Public Utility Bonds (1/6 * 0.37% =
0.06%) as derived from page 4 of this Schedule.

(4) From page 7 of this Schedule.



Exhibit No. _
Schedule DWD-4
Page 4 of 12
Carolina Water Service, Inc. of South Carolina
Interest Rates and Bond Spreads for
Moody's Corporate and Public Utility Bonds
Selected Bond Yields
[1] [2] [3]
Aaa Rated A Rated Public Baa Rated Public
Corporate Bond Utility Bond Utility Bond
Sep-2017 3.63 % 3.86 % 423 %
Aug-2017 3.63 3.86 4.23
Jul-2017 3.70 3.99 4.36
Average 3.65 % 3.90 % 427 %
lected Bond Spreads
A Rated Public Utility Bonds Over Aaa Rated Corporate Bonds:
0.25 % (1)
Baa Rated Public Utility Bonds Over A Rated Public Utility Bonds:
0.37 % (2)

Notes:
(1) Column [2] - Column [1].
(2) Column [3] - Column [2].

Source of Information:
Bloomberg Professional Service
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Exhibit No. __ —
Schedule DWD-4 m
Page 5 of 12 3
X
Carolina Water Service, Inc. of Sou rolin O
Comparison of Long-Term Issuer Ratings for Z
Proxy Group of Eight Water Companies g
—
—
<
Moody's Standard & Poor's T
Long-Term Issuer Rating Long-Term Issuer Rating E
October 2017 October 2017 (w)

1
N
e
oo
Long-Term Long-Term T
Issuer Numerical Issuer Numerical 8

Proxy Group of Eight Water Companies Rating Weighting(1) Rating Weighting(1) g
<
American States Water Co. (2) A2 6.0 A+ 5.0 N
American Water Works Company Inc (3) A3 7.0 A 6.0 g
Aqua America Inc (4) NR -- A+ 5.0 w
California Water Service Group (5) NR -- A+ 5.0 N
Connecticut Water Service Inc (6) NR -- A 6.0 g

Middlesex Water Co. NR -- A 6.0 )
SJW Corp (7) NR -- A 6.0 @)
York Water Co. NR -- A- 7.0 S
w
Average AZ/A3 6.5 A 5.8 (.-)
)

o
Notes: %
otes: @
(1) From page 6 of this Schedule. *Nt
(2) Ratings that of Golden State Water Company. i
(3) Ratings that of New Jersey and Pennsylvania American Water Companies. ~
(4) Ratings that of Aqua Pennsylvania, Inc. )
(5) Ratings that of California Water Service Company. 8
(6) Ratings that of Connecticut Water Company. 'E
(7) Ratings that of San Jose Water Company. %)

1
N

Source Information: Moody's Investors Service cg
Standard & Poor's Global Utilities Rating Service o

o
=4
oo
N



Exhibit No. ___
Schedule DWD-4
Page 6 of 12

Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings

Moody's Bond Numerical Bond Standard & Poor's
Rating Weighting Bond Rating
Aaa 1 AAA
Aal 2 AA+
Aa2 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baal 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Bal 11 BB+
Ba2 12 BB
Ba3 13 BB-
Bl 14 B+
B2 15 B
B3 16 B-

2840 ¢9 8bed - SM-262-L10C # 193900 - DSOS - Nd 2€:G 92 Aenigad 8102 - 3714 ATTVOINOYLOI 13



Exhibit No. __
Schedule DWD-4
Page 7 of 12
Carolina Water Service, Inc. of South Carolina
Judgment of Equity Risk Premium for
Proxy Group of Eight Water Companies
Line Proxy Group of Eight
No. Water Companies
1. Calculated equity risk
premium based on the
total market using
the beta approach (1) 587 %
2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with A rated bonds (2) 4.15
3. Average equity risk premium 501 %

Notes: (1) From page 8 of this Schedule.
(2) From page 12 of this Schedule.
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Carolina Water Service, Inc. of South Carolina
Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for the

Proxy Group of Eight Water Companies

Line No. Equity Risk Premium Measure

Ibbotson-Based Equity Risk Premiums:

1. Ibbotson Equity Risk Premium (1)

2 Regression on Ibbotson Risk Premium Data (2)

3. Ibbotson Equity Risk Premium based on PRPM (3)
4, Average Ibbotson Equity Risk Premium

Value Line-Based Equity Risk Premiums:

Equity Risk Premium Based on Value Line

S Summary and Index (4)
6 Equity Risk Premium Based on Value Line
) S&P 500 Companies (5)
7. Average Value Line Equity Risk Premium
Bloomberg-Based Equity Risk Premium:
Equity Risk Premium Based on Bloomberg
8. S&P 500 Companies (6)
9. Conclusion of Equity Risk Premium (7)
10. Adjusted Beta (8)
11. Forecasted Equity Risk Premium

Notes provided on page 9 of this Schedule.

Exhibit No. __
Schedule DWD-4

Page 8 of 12

Proxy Group of
Eight Water
Companies

556 %
7.37

5.91

6.28

4.84

9.69

7.26

9.31

762 %

0.77

587 %
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Notes:

(1)

(2)

(3)

(4)

(5)

(6)

(7
(8

Exhibit No. __
Schedule DWD-4
Page 9 of 12

Carolina Water Service, Inc. of South Carolina
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the

Proxy Group of Eight Water Companies

Based on the arithmetic mean historical monthly returns on large company common
stocks from Ibbotson® SBBI® 2017 Market Report minus the arithmetic mean monthly
yield of Moody's average Aaa and Aa corporate bonds from 1926-2016.

This equity risk premium is based on a regression of the monthly equity risk premiums
of large company common stocks relative to Moody's average Aaa and Aa rated
corporate bond yields from 1928-2016 referenced in Note 1 above.

The Predictive Risk Premium Model (PRPM) is discussed in the accompanying direct
testimony. The Ibbotson equity risk premium based on the PRPM is derived by applying
the PRPM to the monthly risk premiums between Ibbotson large company common
stock monthly returns and average Aaa and Aa corporate monthly bond yields, from
January 1928 through September 2017.

The equity risk premium based on the Value Line Summary and Index is derived by
subtracting the average consensus forecast of Aaa corporate bonds of 4.61% (from
page 3 of this Schedule) from the projected 3-5 year total annual market return of
9.45% (described fully in note 1 on page 2 of Schedule DWD-5).

Using data from Value Line for the S&P 500, an expected total return of 14.30% was
derived based upon expected dividend yields and long-term earnings growth estimates
as a proxy for capital appreciation. Subtracting the average consensus forecast of Aaa
corporate bonds of 4.61% results in an expected equity risk premium of 9.69%.

Using data from the Bloomberg Professional Service for the S&P 500, an expected total
return of 13.92% was derived based upon expected dividend yields and long-term
earnings growth estimates as a proxy for capital appreciation. Subtracting the average
consensus forecast of Aaa corporate bonds of 4.61% results in an expected equity risk
premium of 9.31%.

Average of lines 4, 7, and 8.
Average of mean and median beta from Schedule DWD-5.

Sources of Information:

Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, Inc.
Industrial Manual and Mergent Bond Record Monthly Update.

Value Line Summary and Index

Blue Chip Financial Forecasts, October 1, 2017 and June 1, 2017

Bloomberg Professional Service
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions’

History Consensus Forecasts-Quarterly Avg.
------- Average For Week Ending--—-  -——-Average For Month--—- LatestQtr] 4Q 1Q 2Q 3Q 4Q 1Q
Interest Rates Sep.22 Sep.15 Sep.8 Sep.1 Aug Jul Jun 30Q2017*%| 2017 2018 2018 2018 2018 2019
Federal Funds Rate 1.16 1.16 1.15 1.16 .16  1.15 1.03 1.16 12 14 16 18 20 22
Prime Rate 425 4.25 4.25 4.25 425 425 4.13 4.25 43 45 47 49 51 52
LIBOR, 3-mo. 1.33 1.32 1.32 1.32 1.31 131 1.26 1.32 14 16 18 20 22 24
Commercial Paper, 1-mo.  1.11 1.11 1.10 1.11 1.10  1.10 1.00 1.11 12 14 16 18 2.0 22
Treasury bill, 3-mo. 1.04 1.04 1.05 1.04 1.04 1.09 1.00 1.04 12 14 15 17 19 21
Treasury bill, 6-mo. 1.19 1.16 1.15 1.11 .13 113 1.11 1.17 1.3 15 1.7 19 21 22
Treasury bill, 1 yr. 1.31 1.27 1.23 1.23 123 1.23 1.20 1.27 14 16 18 20 22 23
Treasury note. 2 yr. 1.43 1.35 1.29 1.33 1.34 138 1.33 1.36 1.5 1.7 19 21 23 24
Treasury note, 5 yr. 1.87 1.77 1.65 1.72 1.79  1.88 1.77 1.76 1.9 21 23 25 26 28
Treasury note. 10 yr. 226 2.18 2.07 2.14 223 232 2.19 2.17 24 25 27 28 30 31
Treasury note, 30 yr. 2.81 2.77 2.69 2.75 2.81 289 2.81 2.76 29 31 33 34 35 36
Corporate Aaa bond 3.77 3.76 3.70 3.72 3.76  3.81 3.81 3.74 39 41 43 44 46 47
Corporate Baa bond 433 4.34 43 4.31 434 439 4.39 4.32 45 48 50 51 53 55
State & Local bonds 3.32 331 3.29 3.30 335 343 3.37 3.31 36 38 40 41 42 43
Home mortgage rate 3.83 3.78 3.78 3.82 3.88 397 3.90 3.80 40 42 44 45 47 48
History . Consensus Forecasts-Quarterly

4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 10 2@ 3Q 4Q 10

Key Assumptions 2015 2016 2016 2016 2016 2017 2017  2017* |2017 2018 2018 2018 2018 2019
Major Currency Index 93.1 93.3 89.6 90.3 93.7 94.4 93.0 88.3 884 889 89.1 89.1 892 886
Real GDP 0.5 0.6 2.2 2.8 1.8 1.2 3.1 2.2 26 23 24 23 22 21
GDP Price Index 0.8 0.3 2.4 1.4 2.0 2.0 1.0 1.7 20 19 19 21 21 22
Consumer Price Index 0.4 0.1 23 1.8 3.0 3.1 -0.3 1.9 24 20 20 22 23 23

Forecasts for interest rates and the Federal Reserve’s Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price
Index are seasonally-adjusted annual rates of change (saar). Individual panel members’ forecasts are on pages 4 through 9. Historical data: Treasury rates from the Federal Re-
serve Board’s H.15; AAA-AA and A-BBB corporate bond yields from Bank of America-Merrill Lynch and are 15+ years, yield to maturity: State and local bond yields from
Bank of America-Merrill Lynch, A-rated, yield to maturity, Mortgage rates from Freddie Mac, 30-year, fixed; LIBOR quotes from Intercontinental Exchange. All interest rate
data is sourced from Haver Analytics. Historical data for Fed’s Major Currency Index is from FRSR H.10. Historical data for Real GDP and GDP Chained Price Index are from
the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). Intercst rate data for 3Q
2017 based on historical data through the week ended September 22" *Data for 3Q 2017 Major Currency Index is based on data through week ended September 22", Figures
Jor 3Q 2017 Real GDP, GDP Chained Price Index and Consumer Price Index are consensus forecasts based on a special question asked of the panelists’ this month.
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Long-Range Survey:

The table below contains the results of our twice-annual long-range CONSENSUS survey. There are also Top 10 and Bottom 10 averages for each
variable. Shown are consensus estimates for the years 2019 through 2023 and averages for the five-year periods 2019-2023 and 2024-2028. Apply
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these projections cautiously. Few if any economic, demographic and political forces can be evaluated accurately over such long time spans.

Interest Rates
1. Federal Funds Rate

2. Prime Rate

3. LIBOR, 3-Mo.

4. Commercial Paper, 1-Mo.

5. Treasury Bill Yield, 3-Mo.

6. Treasury Bill Yield, 6-Mo.

7. Treasury Bill Yield, 1-Yr.

8. Treasury Note Yield, 2-Yr.

10, Treasury Note Yield, 5-Y1.

11. Treasury Note Yield, 10-Yr.

12, Treasury Bond Yield, 30-Yr.

13. Corporate Aaa Bond Yield

13. Corporate Baa Bond Yield

14, State & Local Bonds Yield

15. Home Mortgage Rate

A. FRB - Major Currency Index

B. Real GDP

C. GDP Chained Price Index

D. Consumer Price Index

CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSTUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average

CONSENSUS
Top 10 Average
Bottom 10 Average
CONSENSUS
Top 10 Average
Bottom 10 Average
CONSENSUS
Top 10 Average
Bottom 10 Average

———Avwerage For The Year

Five-Year Averages

2019 2020 2021 2022 2023 2019-2023 2024-2028
2.6 29 2.9 29 2.9 28 3.0
3.1 35 34 35 35 3.4 35
2.0 2.3 2.3 2.3 2.4 2.3 24
5.6 5.9 59 5.9 5.9 58 6.0
6.1 6.5 6.5 6.5 6.5 6.4 6.5
5.0 5.3 5.3 52 53 5.2 54
2.9 3.1 32 3.1 3.2 3.1 32
34 3.7 3.7 3.7 3.8 37 3.8
24 2.6 2.6 2.5 2.6 2.5 2.6
2.7 3.0 3.0 3.0 3.1 3.0 3.1
32 35 35 3.6 3.6 35 3.6
2.2 2.5 25 2.4 2.5 2.4 2.6
25 2.8 28 28 2.9 2.8 2.9
3.1 34 34 3.4 35 33 35
1.9 2.2 2.3 2.2 2.3 2.2 2.3
2.6 29 3.0 3.0 3.0 2.9 3.0
32 3.6 35 3.6 3.6 35 3.6
2.0 24 24 2.4 2.4 23 2.4
2.8 31 3.1 3.1 3.1 3.0 3.2
34 37 3.7 3.7 3.7 3.6 3.7
2.1 2.5 2.5 2.5 2.5 2.4 2.5
2.9 3.2 3.3 33 33 3.2 3.3
35 39 3.9 39 39 3.8 4.0
23 2.6 2.7 2.6 2.6 2.6 2.7
3.3 3.5 3.5 3.6 3.6 3.5 3.6
3.9 42 4.2 42 4.2 4.1 43
2.7 2.9 29 3.0 3.0 2.9 3.0
3.6 38 3.8 39 3.9 3.8 3.9
42 4.5 4.4 4.5 4.5 44 46
29 3.1 3.1 3.2 3.3 31 3.3
4.2 4.3 4.4 4.4 4.4 4.3 4.5
49 5.0 5.0 5.0 5.0 5.0 5.1
35 3.7 3.7 3.8 3.8 3.7 3.8
5.2 54 54 54 55 54 5.5
5.7 5.9 59 6.0 59 59 6.0
4.7 4.9 4.9 4.9 5.0 4.9 5.1
6.1 6.3 6.3 6.3 6.3 6.3 6.4
6.8 7.0 6.9 7.0 6.9 6.9 7.0
5.5 5.6 5.7 5.6 5.8 5.6 5.7
4.6 4.7 4.7 4.7 4.7 4.7 4.8
5.1 53 52 53 5.3 52 53
4.2 4.2 4.2 4.1 4.1 4.2 4.2
5.3 55 5.5 5.5 5.5 5.4 5.6
59 62 6.1 6.2 6.1 6.1 62
4.6 4.8 4.8 4.7 4.9 4.8 4.9

93.3 93.2 93.1 93.0 92.7 93.2 925
96.5 96.6 96.9 97.1 97.2 96.9 97.1
91.0 89.7 89.2 88.7 88.1 89.3 88.1

Year-Over-Year, % Change Five-Year Averages

2019 2020 2021 2022 2023 2019-2023 2024-2028
2.2 2.0 20 20 2.0 2.0 2.1
2.6 24 24 24 23 24 23
1.7 1.6 1.6 1.6 1.6 1.6 1.8
2.2 2.1 2.1 2.0 2.0 2.1 2.0
2.5 2.3 23 22 22 2.3 23
1.9 1.9 1.9 1.9 1.7 1.8 1.9
23 2.3 23 2.3 22 22 22
2.6 2.6 25 2.5 24 25 24
1.9 20 20 2.1 1.8 2.0 20
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Carolina Water Service, Inc, of South Carolina
Derivation of Mean Equity Risk Premium Based Studies
Using Holding Period Returns and
Projected Market Appreciation of the S&P Utility Index

@

3)

4

()

(6

Implied Equity Risk
Premium
Equity Risk Premium based on S&P Utility Index
Holding Period Returns (1):
1. Historical Equity Risk Premium 396 %
Regression of Historical Equity Risk Premium
2) 5.59
Forecasted Equity Risk Premium Based on
PRPM (3) 3.96
Average Equity Risk Premium Using S&P
Holding Period Returns 4.50 %
Equity Risk Premium based on Projected Market
Appreciation of the S&P Utility Index
Forecasted Equity Risk Premium based on
Projected Total Return on the S&P Utilities
Index (Value Line Data) (4) 4.20
Forecasted Equity Risk Premium based on
Projected Total Return on the S&P Utilities
Index (Bloomberg Data) (5) 3.74
Average Equity Risk Premium (6) 4.15 %
Notes: (1) Based on S&P Public Utility Index monthly total returns and Moody's Public Utility

Bond average monthly yields from 1928-2016. Holding period returns are
calculated based upon income received (dividends and interest) plus the relative
change in the market value of a security over a one-year holding period.

This equity risk premium is based on a regression of the monthly equity risk
premiums of the S&P Utility Index relative to Moody's A rated public utility bond
yields from 1928 - 2016 referenced in note 1 above.

The Predictive Risk Premium Model (PRPM) is applied to the risk premium of the
monthly total returns of the S&P Utility Index and the monthly yields on Moody's A
rated public utility bonds from January 1928 - September 2017.

Using data from Value Line for the S&P Utilities Index, an expected return of 9.06%
was derived based on expected dividend yields and long-term growth estimates as a
proxy for market appreciation. Subtracting the expected A rated public utility bond
yield of 4.86%, calculated on line 3 of page 3 of this Schedule results in an equity
risk premium of 4.20%. (9.06% - 4.86% = 4.20%)

Using data from Bloomberg Professional Service for the S&P Utilities Index, an
expected return of 8.60% was derived based on expected dividend yields and long-
term growth estimates as a proxy for market appreciation. Subtracting the expected
A rated public utility bond yield of 4.86%, calculated on line 3 of page 3 of this
Schedule results in an equity risk premium of 3.74%. (8.60% - 4.86% = 3.74%)

Average of lines 4 through 6.
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rolina W; Tvi ne. h Carolin
Note: C lication of th

Notes:
(1) The market risk premium (MRP) is derived by using six different measures from three sources: Ibbotson, Value Line, and
Bloomberg as illustrated below:

Historical Data MRP Esti .

Measure 1: Ibbotson Arithmetic Mean MRP (1926-2016)

Arithmetic Mean Monthly Returns for Large Stocks 1926-2016: 11.97 %
Arithmetic Mean Income Returns on Long-Term Government Bonds: 5.17
MRP based on [bbotson Historical Data: 6.80 %

Measure 2: Application of a Regression Analysis to Ibbotson Historical Data
(1926-2016) 8.60 %

Measure 3: Application of the PRPM to Ibbotson Historical Data:
(January 1926 - September 2017) 6.69 %

Average Historical Data MRP 736 %
i Estimat

Measure 4: Value Line Projected MRP (Thirteen weeks ending October 13, 2017)

Tatal projected return on the market 3-5 years hence*: 945 %
Projected Risk-Free Rate (see note 2): 3.58
MRP based on Value Line Summary & Index: 587 %

*Forcasted 3-5 year capital appreciation plus expected dividend yield

Measure 5: Value Line Projected Return on the Market based on the S&P 500

Total return on the Market based on the S&P 500: 1430 %

Projected Risk-Free Rate (see note 2}: 3.58

MRP based on Value Line data 10.72 %
Average Value Line MRP: 8.29 %

Measure 6: Bloomberg Projected MRP

Total return on the Market based on the S&P 500: 1392 %
Projected Risk-Free Rate (see note 2}: 3.58

MRP based on Bloomberg data 1034 %

Average of Value Line, Ibbotson, and Bloomberg MRP: 8.67 %

(2) For reasons explained in the direct testimony, the appropriate risk-free rate for cost of capital purposes is the average forecast of
30 year Treasury Bonds per the consensus of nearly 50 economists reported in Blue Chip Financial Forecasts. (See pages 10-11
of Schedule DWD-4.} The prajection of the risk-free rate is illustrated below:

2840 0. dbed - SM-262-L10C # 193900 - DSOS - Nd 2€:§ 92 Aenigad 8102 - 3714 ATTVOINOYLOI 13

Fourth Quarter 2017 290 %
First Quarter 2018 3.10
Second Quarter 2018 3.30
Third Quarter 2018 3.40
Fourth Quarter 2018 3.50
First Quarter 2019 3.60
2019-2023 4.30
2024-2028 4.50

3.58 %

(3) Average of Column 6 and Column 7.

Sources of Information:
Value Line Summary and Index
Blue Chip Financial Forecasts, October 1, 2017 and June 1, 2017
Stocks, Bands, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, Inc.
Bloomberg Professional Services
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Carolina Water Service, Inc. of South Carolina
Basis of Selection of the Group of Non-Price Regulated Companies

Comparable in Total Risk to the Utility Proxy Group

The criteria for selection of the proxy group of twenty-eight non-price regulated
companies was that the non-price regulated companies be domestic and reported in Value
Line Investment Survey (Standard Edition).

The proxy group of twenty-eight non-price regulated companies were then selected based
on the unadjusted beta range of 0.37 - 0.77 and residual standard error of the regression
range of 2.4240 - 2.8912 of the water proxy group.

These ranges are based upon plus or minus two standard deviations of the unadjusted
beta and standard error of the regression. Plus or minus two standard deviations captures
95.50% of the distribution of unadjusted betas and residual standard errors of the regression.

The standard deviation of the water industry’s residual standard error of the regression is
0.0860. The standard deviation of the standard error of the regression is calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression
V2N

where: N=  number of observations. Since Value Line betas are derived from weekly price
change observations over a period of five years, N = 259

Thus, 0.1168 = 2.6576 = 2.6576
V518 22.7596

Source of Information: Value Line, Inc., September 2017
Value Line Investment Survey (Standard Edition)
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rolina Water Service, Inc. of i
Basis of Selection of Comparable Risk
Domestic Non-Price Regulated Companies
[1] [2] (3] [4]
Residual
Value Line Standard Standard
Adjusted Unadjusted Error of the Deviation
Proxy Group of Eight Water Companies Beta Beta Regression of Beta
American States Water Co. 0.80 0.62 2.7883 0.1032
American Water Works Company Inc 0.65 041 1.9968 0.0739
Aqua America Inc 0.70 0.54 2.1879 0.0810
California Water Service Group 0.80 0.63 2.6120 0.0967
Connecticut Water Service Inc 0.65 0.46 24195 0.0895
Middlesex Water Co. 0.80 0.64 2.9923 0.1107
SJW Corp 0.75 0.56 3.0548 0.1131
York Water Co. 0.80 0.68 3.2092 0.1188
Average 0.74 0.57 2.6576 0.0984
Beta Range (+/- 2 std. Devs. of Beta) 0.37 0.77
2 std. Devs. of Beta 0.20
Residual Std. Err. Range (+/- 2 std.
Devs. of the Residual Std. Err.) 24240 2.8912
Std. dev. of the Res. Std. Err. 0.1168
2 std. devs. of the Res. Std. Err. 0.2336
Source of Information: Valueline Proprietary Database, September 2017
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Carolina Water Service, Inc. of South Carolina 8
Proxy Group of Non-Price Regulated Companies Z
Comparable in Total Risk to the g
Proxy Group of Eight Water Companies =
_<
[1] [2] [3] [4] AL
m
Residual ,U
Standard Standard )
Proxy Group of Twenty-Eight Non- VL Adjusted Unadjusted Error of the Deviation of <
Price Regulated Companies Beta Beta Regression Beta jl‘:
[©)
AmerisourceBergen 0.85 0.75 2.5531 0.0945 g
ARAMARK Holdings 0.85 0.77 2.4453 0.1022 L
AutoZone Inc. 0.80 0.64 2.4990 0.0925 i
Bright Horizons Fami 0.85 0.70 2.4558 0.0942 o
Cheesecake Factory 0.75 0.58 2.6263 0.0972 o
CBOE Holdings 0.70 0.50 2.5399 0.0940 &
Chemed Corp. 0.80 0.68 2.8556 0.1057 U
CH. Robinson 0.85 0.70 2.6811 0.0992 =
CME Group 0.80 0.62 2.4557 0.0909 (%))
DineEquity Inc. 0.80 0.67 2.7737 0.1026 %
Dunkin' Brands Group 0.65 0.45 2.7843 0.1030 0]
Darden Restaurants 0.85 0.76 2.7543 0.1019 (I')
Forrester Research 0.70 0.47 2.6503 0.0981 o
Hormel Foods 0.75 0.57 2.4428 0.0904 8
Lilly (Eli) 0.75 0.59 2:5230 0.0934 o
Mercury General 0.80 0.64 2.4716 0.0915 F=ﬁ:h
Vail Resorts 0.85 0.72 2.6041 0.0964 B
NVR, Inc. 0.85 0.70 2.4253 0.0898 ~
Pinnacle Foods 0.80 0.68 2.5721 0.0998 N
Quintiles IMS Hldgs. 0.85 0.77 2.6073 0.1016 8
Regal Entertainment 0.85 0.75 2.7024 0.1000 'E
Six Flags Entertainm 0.85 0.74 2.8322 0.1048 %)
Spectrum Brands 0.85 0.72 2.8725 0.1063 '
Target Corp. 0.85 0.74 2.6959 0.0998 5
VeriSign Inc. 0.85 0.73 2.8219 0.1044 18
VWR Corp. 0.85 0.75 2.8069 0.1261 ~
WD-40 Co. 0.85 0.70 2.4499 0.0907 ‘5°
West Pharmac. Svcs. 0.85 0.74 2.5450 0.0942 ;
N
Average 0.81 0.67 2.6200 0.1000
Proxy Group of Eight Water
Companies 0.74 0.57 2.6576 0.0984

Source of Information: Valueline Proprietary Database, September 2017
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Carolina Water Service, Inc. of South Carolina
Summary of Cost of Equity Models Applied to
Proxy Group of Twenty-Eight Non-Price Regulated Companies
Comparable in Total Risk to the

Proxy Group of Eight Water Companies

1 lUAy ul U\.llJ vl
Twenty-Eight
Non-Price
Regulated
Principal Methods Companies

Discounted Cash Flow Model (DCF) (1) 13.57 %
Risk Premium Model (RPM) (2) 11.91

Capital Asset Pricing Model (CAPM) (3) 11.15

Mean 1221 %

Median 1191 %

Average of Mean and Median 12.06 %

Notes:
(1) From page 2 of this Schedule.
(2) From page 3 of this Schedule.
(3) From page 6 of this Schedule.
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Line No.

Notes:

Exhibit No. __
Schedule DWD-7
Page 3 of 6
Carolina Water Service, Inc, of South Carolina
Indicated Common Equity Cost Rate
" Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach
Proxy Group of

Twenty-Eight Non-
Price Regulated

Companies
Prospective Yield on Baa Rated
Corporate Bonds (1) 536 %
Equity Risk Premium (2) 6.55
Risk Premium Derived Common
Equity Cost Rate 11.91 %

(1) Average forecast of Baa corporate bonds based upon the consensus of

nearly 50 economists reported in Blue Chip Financial Forecasts dated
October 1, 2017 and June 1, 2017 (see pages 10 and 11 of Schedule DWD-
4). The estimates are detailed below.

Fourth Quarter 2017 450 %
First Quarter 2018 4.80
Second Quarter 2018 5.00
Third Quarter 2018 5.10
Fourth Quarter 2018 5.30
First Quarter 2019 5.50
2019-2023 6.30
2024-2028 6.40

Average 536 %

(2) From page 5 of this Schedule.
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Carolina Water Service, Inc. of South Carolina
Comparison of Long-Term Issuer Ratings for the
Proxy Group of Twenty-Eight Non-Price Regulated Companies of Comparable risk to the
Proxy Group of Eigh ni
Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
October 2017 October 2017
Long- Long-
Proxy Group of Twenty-Eight Term Numerical Term Numerical
Non-Price Regulated Issuer Weighting Issuer Weighting
Companies Rating 1) Rating (1)
AmerisourceBergen Baa2 9.0 A- 7.0
ARAMARK Holdings NR -- BB+ 11.0
AutoZone Inc. Baal 8.0 BBB 9.0
Bright Horizons Fami NR -- NR --
Cheesecake Factory NR - NR --
CBOE Holdings Baal 8.0 BBB+ 8.0
Chemed Corp. NR -- NR -
C.H. Robinson NR - NR --
CME Group Aa3 4.0 AA- 4.0
DineEquity Inc. NR - NR --
Dunkin' Brands Group NR -- NR --
Darden Restaurants Baa3 10.0 BBB 9.0
Forrester Research NR - NR --
Hormel Foods Al 5.0 A 6.0
Lilly (Eli) A2 6.0 AA- 4.0
Mercury General Baa2 9.0 NR -
Vail Resorts NR - NR -
NVR, Inc. Baa2 9.0 BBB+ 8.0
Pinnacle Foods NR -- BB- 13.0
Quintiles IMS Hldgs. NR -- BBB- 10.0
Regal Entertainment B3 16.0 BB- 13.0
Six Flags Entertainm B2 15.0 BB 12.0
Spectrum Brands NR -- NR --
Target Corp. A2 6.0 A 6.0
VeriSign Inc. Bal 11.0 BB+ 11.0
VWR Corp. NR - BB- 13.0
WD-40 Co. NR - NR --
West Pharmac. Svcs. NR -- NR --
Average Baa2 8.9 BBB 9.0

Notes:
(1) From page 6 of Schedule DWD-4.

Source of Information:
Bloomberg Professional Services
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Py,
@)
Z
. . . =
_ CarolinaWater Service.Inc. of South Carolina O
Derivation of Equity Risk Premium Based on the Total Market Approach >
Using the Beta for II:
Proxy Group of Twenty-Eight Non-Price Regulated Companies of Comparable risk to the <
Proxy Group of Eight Water Companies M
=
m
Proxy Group of o
Twenty-Eight Non- II\)
Price Regulated o
Line No, Equity Risk Premium Measure Companies a
M
)
1 n-Based Equi o
[
Q
1. Ibbotson Equity Risk Premium (1) 5.56 % <
N
2. Regression on Ibbotson Risk Premium Data (2) 7.37 o2
(&)
3. Ibbotson Equity Risk Premium based on PRPM (3) 5.91 %
T
4. Average Ibbotson Equity Risk Premium 6.28 Z
1
-B Equity Risk Premi w
O
5 Equity Risk Premium Based on Value Line 8
) Summary and Index (4) 4.84 '®)
1
6 Equity Risk Premium Based on Value Lipe S&P g
: 500 Companies (5) 9.69 o
_ JbI =
)
pLA
7. Average Value Line Equity Risk Premium 7.26 t
o
Bloomberg-Based Equity Risk Premium: iy
N
Equity Risk Premium Based on Bloomberg ©
8. S&P 500 Companies (6) 9.31 ;
9. Conclusion of Equity Risk Premium (7) 7.62 % »
1
10. Adjusted Beta (8) 0.86 5
Q
11. Forecasted Equity Risk Premium 6.55 % g
oo
Notes: C_)h
(1) From note 1 of page 9 of Schedule DWD-4. I )
(2) From note 2 of page 9 of Schedule DWD-4. N

(3) From note 3 of page 9 of Schedule DWD-4.

(4) From note 4 of page 9 of Schedule DWD-4,

(5) From note 5 of page 9 of Schedule DWD-4.

(6) From note 6 of page 9 of Schedule DWD-4.

(7) Average oflines 4,7, and 8,

(8) Average of mean and median beta from page 6 of this Schedule.

Sources of Information:
Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, Inc.
Value Line Summary and Index
Blue Chip Financial Forecasts, October 1, 2017 and June 1, 2017
Bloomberg Professional Services
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